


About the Company

Trimeris, Inc. (Nasdaq: TRMS) is a biopharmaceutical company based in Morrisville,

North Carolina. The company is engaged in the discovery, development and commercialization
of new drugs for the treatment of viral diseases. Our core technology platform focuses on
compounds that inhibit viral replication by blocking viral fusion with healthy immune cells.

FUZEON® (enfuvirtide), approved by the U.S. Food and Drug Administration (FDA) and European
Commission in 2003, is the first in a new class of anti-HIV drugs called fusion inhibitors.
For more information about FUZEON, please visit www fuzeon.com.

Mr. Skolsky brings over twenty-five years of U.S. and
international commercial and clinical development experience
to his role as Chief Executive Officer of Trimeris. Mr. Skolsky
came to Trimeris from GlaxoSmithKline (GSK), where he most
recently managed product strategy and worldwide clinical
development for the GSK portfolio as Senior Vice President,
Global Commercial Strategy. Mr. Skolsky had previously
served as Managing Director of GlaxoSmithKiine's operations
in New Zealand and Australia, successively. Mr. Skolsky’s
previous leadership as Vice President of Sales and Marketing

: of the HIV/Oncology division at Glaxo Wellcome firmly grounded
Steven D. Skolsky his expertise in HIV, where he oversaw the launch of some of
Chief Executive Officer the most successful AIDS drugs — Epivir® (37C®) and

Combivir®, Mr. Skolsky is a graduate of the University of
North Carolina at Chapel Hill.

The entry of FUZEON® into the
marketplace has fulfilled the promise
of the scientific discovery on which
our company was founded, and its
success has now hecome the
unwavering focus of our team.
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The pioneering discovery, development and commercialization
of FUZEON® (enfuvirtide), our revolutionary product for treat-
ment of HIV, has created a solid foundation for the continued
growth and success of Trimeris. As the first and only market
entrant in the HIV Fusion Inhibitor (FI) class, we are very
pleased that FUZEON recorded outstanding double-digit sales
growth in 2005 in all major markets. These results, combined
with our substantial progress in expanding our commercial
franchise by leveraging our unique expertise in peptide-based
drug discovery and development, provide us with critical
momentum for driving shareholder value in 2006.

2005 Achievements

* Recorded the first quarter of profitability in the company’s
history based on revenue derived from product sales.

* Realized three straight quarters of profitability for our
collaboration with Roche. ’

* Submitted a SNDA for FUZEON use with the Biojector
2000® needle-free device in partnership with Roche.

* Recorded worldwide FUZEON sales of $208.2 million,
demonstrating growth of over 54% (or $73 million)
over 2004.

* Recorded North American FUZEON sales of $112.7 million,
an increase of 32% over 2004, including a quarterly record
of $35.8 million in the fourth quarter 2005.

*» Completed the realignment of our internal Research and
Development (R&D) organization to focus our efforts on
our core technology platform.

* Selected two novel next-generation HIV fusion inhibitor
peptide candidates for advanced preclinical testing in
partnership with Roche.

Trimeris attained noteworthy, double-digit increases in
FUZEON sales by focusing our FUZEON promotional ef'for’tsI on
our key customer needs, including: (a) expanding FUZEON
use with newly-approved HIV drugs and those in late stages
of clinical development, (b) realizing full-year sales from new
markets, (c) effectively implementing patient support programs,
and (d) continuing development of FUZEON administration alter-
natives and product profiles. We also maintained an unwavering
commitment to aggressively manage our expenses, combined
with a renewed dedication of our internal R&D efforts toward
our core expertise. We intend to utilize thesevachievementls as
a catalyst for remaining a profitable enterprise in 2006.

FUZEON Revenues: 2004 vs. 2005
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FUZEON Growth Strategy

Representing a revolutionary “first in class” antiretroviral agent,
the efficacy of FUZEON is unsurpassed in suppressing HIV viral
replication and disease progression. Our 2005 commercial
priorities for FUZEON focused on three critical areas:

1) Increasing the awareness and adoption of FUZEON by
effectively conveying the product’s clinical benefits
and efficacy,

2) Improving the ability of patients to initiate and remain
on FUZEON-based regimens, and

3) Improving FUZEON's administration profile to enable
even greater adoption in clinical practice.

Trimeris made considerable progress on each of these
fronts during 2005, fueling significant double-digit revenue
growth for the year and establishing the momentum necessary
to extend this growth into 2006.

“The FUZEON Effect”

A critical catalyst that extended the body of clinical data reflect-
ing FUZEON's remarkable efficacy has been the publication of
data from six large clinical trials highlighting the value of FUZEON
in combination with new, active, boosted protease inhibitors.

The consistency of these data across six trials
involving FUZEON plus a new, active, boosted
protease inhibitor led HIV thought leaders to dub
this unprecedented trend “The FUZEON Effect.”

The FDA found the data from Boehringer-Ingelheim’s Phase Il
RESIST trial utilizing their new protease inhibitor, Aptivus®
(tipranavir), in combination with FUZEON so compelling that
they specified that optimal response rates would be achieved
with FUZEON and Aptivus together in the Aptivus product
package insert—-a first in the history of HIV drug labels.
Clinical efficacy of FUZEON with new, active, boosted
protease inhibitors received even greater attention later in
2005 based on the data from the POWER studies involving

Tibotec's investigational protease inhibitor, TMC-114 (daruna
When combined with FUZEON, nearly two-thirds of treatmer
experienced patients achieved full HIV suppression (that is,

less than 50 copies of virus per cc). In these studies, FUZE(

use was one of the most significant contributing factors in
patients who achieved full virologic suppression.

Data comprising “The FUZEON Effect” have been cent
in changing the perception of FUZEON from a “last resort” t
the foundation of potentially fully suppressive regimens in tri
class experienced patients. “The FUZEON Effect” is so com
pelling that it prompted a revision of the most current HIV tr
ment guidelines from the International AIDS Society, as well
the U.S. Department of Health and Human Services (DHHS)
the first time, specific guidance is being provided for the op
mal management of treatment-experienced HIV patients—
the primary goal of re-establishing full viral suppression. Th
guidelines specifically indicate that patients who receive m¢
active drugs (e.g., an active, boosted protease inhibitor and
FUZEON) have a better and more prolonged virologic respon
with a greater propensity to reach full viral suppression.

FUZEON — An Ideal Partner for New Antiviral Drugs

There is considerable interest within the medical community
partnering FUZEON with a new class of entry inhibitors targe
the CCR5 co-receptor. We believe that a substantial number
patients who will enroll in future treatment-experienced clini
trials utilizing CCR5 inhibitors will utilize FUZEON in their ba
ground regimen. The potential synergy of FUZEON with CCRE
inhibitors, actively blocking HIV entry into CD4 cells, combin

with protease or nucleoside inhibitors may prove to be partic

larly potent regimens for treatment-experienced patients. In
addition, together with our partner Roche, we are working w
the AIDS Clinical Trial Group (ACTG) to finalize plans for a tr
which will examine the combination of a CCR5 inhibitor, a
ritonavir boosted protease inhibitor, and FUZEON in a randol
ized trial in treatment-experienced patients.

There is also a growing appreciation that FUZEON promo
gains in the immune system that are not seen with other HIV
antiretroviral drugs, which we believe is linked to FUZEON's




“The FUZEON Effect” is so compelling that it prompted
a revision of the most current HIV treatment guidelines
from the Infernational A1DS Seciety, as well as the

U.S. Department of Health and Human Services (DHAS).

unique mode of action. Surprisingly, these gains persist even
when the virus develops resistance to FUZEON, with significant
benefits for the patient. We continue to explore the molecular
basis for these findings to help provide clinicians and patients
with new strategies for expanding FUZEON use.

Starting and Keeping on FUZEON Therapy

A primary focus of our patient support programs in 2005 was
improving the ability of patients to initiate and then remain on
FUZEON based therapies. The cornerstone of FUZEON patient
support is the Nurse Connections program that provides
personal visits from highly qualified nurses to both new and
current FUZEON patients. Nurse Connections staff supported
over 1,500 patients in 2005, receiving high levels of physician
and patient satisfaction. Eighty percent of patients accessing
this program are new to FUZEON, and early data reflects 85%
or greater persistency with therapy 30 days after initiation.

QOur community outreach programs facilitated patient
education and peer-to-peer information exchange in support
group settings, ranging from those like “NO-ENTRY" in Newark,
NJ, comprised of current and prospective FUZEON patients to
large town hall meetings where patients shared their experi-
ences with FUZEON therapy. We also extended the range of
FUZEON web-based programs, ranging from healthcare provider-
hosted interactive sessions on www.FUZEQN.com to educational
grants for HIV reference websites purveying important product
information to patients.

Enhancing FUZEON Convenience

Our company achieved important milestones this year in our
gfforts to improve the ease of use of FUZEON by patients. The
first of these efforts is designed to incorporate the Biojector
2000° (B2000) needle-free injection system, made by Bioject
Medical Technologies, Inc., as an alternative delivery system

for FUZEON. Roche and Trimeris received an approvable lefter
from the FDA for the B2000 system, and we expect to provide
the final study report from the ongoing ENF-404 or With A
Needle-Free Device (WAND) study to the FDA in the second
half of 2006 as requested by the agency.
Several other initiatives involving the B2000 system were
begun in 2005. The Below Levels of Quantification (BLQ@) study
will assess the use of FUZEON in combination with a ritonovir
boosted protease inhibitor, TMC-114/r. The Biojector 2000
Observational Safety and Satisfaction (BOSS) study will focus
on the use of the B2000 system in patients at risk of discontin-
uing FUZEON therapy due to injection-related difficulties.
Several hundred patients have enrolled in a Medical Use
Evaluation program sponsored by Bioscrip to assess alternqtive
administration systems for FUZEON, which include the B2000
system. Data from this study are likely to be available in the
latter half of next year.
Preliminary data from the 350-patient QUALITE trial was
presented at the 2005 International AIDS Society mesting.
QUALITE assesses the acceptance and effectiveness of FUZEON
administered with the Becton-Dickinson thin-walled, 31-galige
needle (BD-Ultrafine® Il needle). Data from the first 100 patients
demonstrated a low incidence of injection site reactions, with a
majority reporting either no or minor injection site reactions|at
the end of 12 weeks. Full data from this study are anticipated
in the second half of 2006.
T20-401, a 48-week pilot study evaluating a new adminis-
tration schedule for FUZEON, was also initiated in 2005. Th
randomized, controlled study compares the approved twice-
daily dosing schedule for FUZEON to once-daily administration.
This study completed enroliment in November of 2005 and
data is expected in 2006.

[7¢]
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Our Future Pipeline

The primary focus of our R&D effort is to maintain our leadership
position by expanding our antiviral fusion inhibitor platform. We
have focused considerable resources on the design of the “Next
Generation” peptide-based HIV fusion inhibitor in conjunction with
our partner Roche and have made great strides toward creating
several novel compounds having superior potency and durability
compared to the already robust profile of FUZEON. Furthermore,
the prospect of a once-a-week administration frequency sets
them quite apart from current HIV drugs that are administered on
a daily scheduie. We have moved two candidates, TRI-999 and
TRI-1144, into advanced preclinical testing, and our goal is to
select one of these compounds as a Development Candidate in
late 2006 and begin human testing in 2007.

Company Outlook for 2006

With the considerable progress we made in 2005, we are confi-
dent in our ability to achieve significant, double-digit FUZEON
sales growth again and to maintain our profitability for the full
year 2006, driven by the following key initiatives:

* Expand the awareness of “The FUZEON Effect” by
leveraging emerging data from trials of new agents with
FUZEON to reiterate the consistent ability to achieve high
levels of HIV suppression in treatment-experienced patients.

* Raise the awareness and adoption of recent DHHS
guideline revisions to leverage the use of FUZEON as the
foundation in regimens designed to reach this goal.

* Expand the Nurse Connections program to include more
full-time staff to reach even more new and current FUZEON
patients to support successful therapeutic outcomes.

* Enhance the daily use of FUZEON through alternative
delivery system development and publication of the full data
set from the QUALITE trial, as well as submitting additional
data to the FDA supporting the B2000 system sNDA.

* Progress our Next Generation Fusion [nhibitor candidates
(TR1-999 and TRI-1144) through pre-clinical development
in collaboration with our Roche colleagues.

Trimeris has a unique platform technology to create n
drugs, as evidenced by the successful development and |a
of FUZEON and the creation of our “Next Generation” Fusic
Inhibitor drug candidates. We are proud of our heritage as
only company with an antiretroviral drug that blocks fusior
viral entry on the market. We are also dedicated to meetin;
goal of double-digit growth of FUZEON in 2006. Our deeply
skilled management team has been enhanced by addition: |
senior leaders to augment a staff with a proven track reco
drug discovery, development, commercialization and launc
many drugs over the past decade. Our employees compris:
highly motivated, deeply committed team of colieagues foc
on achieving our objectives in the coming year.

| thank you, our shareholders, for your generous supp |
and encouragement and look forward to meeting the challe
for growth in 2006.

(et

Steven D. Skolsky
Chief Executive Officer
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PARTI1

ITEM 1. BUSINESS

Statements in this Annual Report on Form 10-K that are not historical fact are forward-looking statements. These
forward-looking statements include statements regarding Trimeris, Inc.’s expectations, hopes, beliefs, intentions or
strategies regarding the future and are subject to a number of known and unknown risks and uncertainties, many of
which are beyond our control. While we believe these statements are accurate, our business is dependent on many
factors, some of which are discussed in the “Risk Factors” and “Business” sections of this Annual Report on Form
10-K. Many of these factors are beyond our control, and any of these and other factors could cause actual clinical and
financial results to differ materially from the forward-looking statements made in this Annual Report on Form 10-K.
The results of our previous clinical trials are not necessarily indicative of the results of future clinical trials and our
previous financial resuits are not necessarily indicative of our future financial results. Please read the “Risk Factors”
section in this Annual Report on Form 10-K for further information regarding these factors. We undertake no
obligation to release publicly the results of any revisions to the statements contained in this report to reflect events or
circumstances that occur subsequent to the date of this Annual Report on Form 10-K.

Overview

We are a biopharmaceutical company primarily engaged in the discovery, development and commercialization of
a new class of antiviral drug treatments called fusion inhibitors. Fusion inhibitors impair viral fusion, a complex
process by which viruses attach to, penetrate and infect host cells. If a virus cannot enter a host cell, the virus cannot
replicate. By inhibiting the fusion process of particular types of viruses, like the Human Immunodeficiency Virus
(HIV), our first commercial product and our compounds under research offer a novel mechanism of action with the
potential to treat a variety of medically important viral diseases.

We aspire to become a premier, fully integrated biotechnology company dedicated to innovating therapy for viral
diseases. Our strategy is to create value for patients, caregivers, employees and stockholders by discovering,
developing, and commercializing novel medicines that save and improve lives. Our strengths include a leadership
position in HIV viral entry, world-class peptide drug development and commercialization expertise and a proven
collaborative partner.

Fuzeon is our first-generation HIV fusion inhibitor, developed in collaboration with F. Hoffmann-La Roche Ltd,
or Roche. Fuzeon has been shown to inhibit HIV viral fusion with host cells by blocking the conformational
rearrangement of an HIV protein called gp4l. The FDA approved the use of Fuzeon in combination with other
anti-HIV drugs for the treatment of HIV-1 infection in treatment-experienced patients with evidence of HIV-1
replication despite ongoing anti-HIV therapy. The FDA granted accelerated approval for the commercial sale of
Fuzeon in 2003, and commercial sales of Fuzeon began in March that same year. Full approval was granted in Octobes
2004. Roche also filed an application for European marketing approval of Fuzeon in September 2002 and was granted
marketing approval under exceptional circumstances by the European Agency for the Evaluation of Medicina
Products, in May 2003.

Roche is manufacturing Fuzeon drug substance in its Boulder, Colorado facility. Roche uses this drug substance
to produce Fuzeon finished drug product at their manufacturing facility in Basel, Switzerland. Fuzeon is distributed and
sold by Roche through Roche’s sales and distribution network throughout the world in countries where regulator
approval has been received.

Commercial sales of Fuzeon began in the United States in March 2003. Under our collaboration agreement with
Roche, we share profits equally from the sale of Fuzeon in the United States and Canada. During 2005, net sales o
Fuzeon in the United States and Canada grew 32% to $112.7 million from $85.7 million in 2004 and were $28.§
million in 2003. Net sales outside the United States and Canada grew 93% in 2005 to $95.5 million, compared to $49.5
million in 2004 and were $8.2 million in 2003. Unit sales of Fuzeon are expressed in kits shipped. A kit represents
one-month supply of Fuzeon for a patient. During 2005, Roche sold and shipped approximately 72,000 kits to
wholesalers in the United States and Canada.
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T-1249 is a second-generation HIV fusion inhibitor that has been investigated successfully in four separat
clinical trials. Phase I/II trials of T-1249 demonstrated satisfactory efficacy and safety, including in patients who ha
previously failed on or had developed resistance to Fuzeon. In January 2004, Roche and Trimeris announced ths
further clinical development of T-1249 was being put on hold due to technical challenges in achieving a formulatio;
capable of delivering a once daily injection. The compound’s safety, efficacy and tolerability were not factors affectin;
the decision. The clinical trial, T1249-105, was ongoing when the decision was made to put the development of T-124¢
on hold. T1249-105 is now a compassionate use protocol for patients that were already receiving T-1249, as thes
patients have exhausted all treatment options. To date, 26 patients have completed 96 weeks of treatment with T-1249.

Our goal is to continue to strengthen and expand our fusion inhibitor franchise. In January 2004, we announced a1
extension of our research agreement with Roche to discover, develop and commercialize the next generation of HIV
gp41 peptide fusion inhibitors. The research agreement focuses on the discovery of new HIV gp4l peptide fusior
inhibitors with enhanced efficacy and resistance profiles along with the investigation of improved formulation anc
delivery technologies to enable less frequent and more convenient administration of peptide fusion inhibitors. Ow
objective is to develop an HIV gp41 fusion inhibitor that can be administered with significantly less frequent dosing. Ir
connection with our efforts under the research plan, Roche and Trimeris announced in January 2006 the selection of
two peptides, named TRI-1144 and TRI-999, for pre-clincal development and progression into further pre-clinical
studies. We are currently in discussions with Roche to define the research plan and budget for 2006. Although, the
research agreement itself does not require that a specific amount be spent on any annual research plan either party has
the option, at their discretion, to supplement the budgeted research plan at their own additional expense.

We are also working with Roche to develop improvements in delivery, convenience and other enhancements to
Fuzeon. We believe that any product enhancements made to Fuzeon could potentially be applied to other HIV gp41
peptide fusion inhibitors as well. We have also established discovery programs outside the scope of our Roche
collaboration, which are focused on the development of small molecule HIV entry inhibitors that could be administered
orally.

Commercial Products
Fuzeon

Fuzeon is our first marketed product for the treatment of HIV. The FDA has approved the use of Fuzeon in
combination with other anti-HIV drugs for the treatment of HIV-1 infection in treatment-experienced patients with
evidence of HIV-1 replication despite ongoing anti-HIV therapy. The standard approach to treating HIV infection has
been to lower viral loads by using a combination of drugs. There are twenty-six FDA-approved drugs for the treatment
of HIV.

Fuzeon Mechanism of Action

Fuzeon is a 36-amino acid synthetic peptide that binds to a key region of an HIV surface protein called gp41.
Fuzeon blocks HIV viral fusion by interfering with certain structural rearrangements within gp41 that are required for
HIV to fuse to and enter a host cell.

In the HIV infection process, the gp120 surface protein is stripped away from the virus after gp120 binds to host
cell receptors. Two specific regions in the gp41 protein are thus freed and can bind to one another and cause the viral
membrane to fuse with the host cell membrane. If Fuzeon is present in the bloodstream, it binds tightly to one of these
regions within the gp41 protein and blocks the structural rearrangement necessary for the virus to fuse with the host
cell. Since the virus cannot fuse with the host cell, it cannot penetrate and release its genetic material into the cell. HIV
infection of the host cell is inhibited, and HIV replication within that cell is prevented.

Commercial Results

Under our collaboration agreement with Roche, Trimeris and Roche share profits from the sale of Fuzeon in the
United States and Canada equally. This amount is reported as collaboration income (or loss), as a component of
revenue, in the Statements of Operations. Collaboration income/loss is calculated as follows: Total gross sales of
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Fuzeon in the United States and Canada is reduced by any discounts, returns or rebates resulting in total net sales. Net
sales are reduced by costs of goods sold resulting in gross margin. Gross margin is reduced by selling, marketing and
other expenses related to the sale of Fuzeon, resulting in operating income or loss. The Company’s 50% share of the
operating income or loss is reported as collaboration income or loss. For the year ended December 31, 2005, net sales
of Fuzeon in the United States and Canada totaled approximately $112.7 million compared to $85.7 million in 2004
and $28.3 million in 2003. During the year ended December 31, 2003, the gross profit from the sale of Fuzeon
exceeded sales, marketing and other expenses resulting in the Company’s share of operating income from the sale of
Fuzeon in the United States and Canada of $8.6 million. During the year ended December 31, 2004 and 2003, sales,
marketing and other expenses exceeded the gross profit from the sale of Fuzeon resulting in the Company’s share of
operating loss of $16.1 million and $25.5 million, respectively. Unit sales of Fuzeon are expressed in kits shipped. A
kit represents a one-month supply of Fuzeon for a patient. For the year ended December 31, 2005, Roche sold and
shipped approximately 72,000 kits compared to 59,000 kits in 2004 and 19,000 kits in 2003. The number of kits
shipped and the resulting sales levels may not remain constant and may increase or decrease in the future.

Fuzeon is widely available through retail and specialty pharmacies across the U.S. Revenue from Fuzeon sales is
recognized when Roche ships drug and title and risk of loss passes to wholesalers. All sales are recorded by Roche.

Under our collaboration agreement with Roche, we receive a royalty based on net sales of Fuzeon, as recorded by
Roche, outside the United States and Canada. For the year ended December 31, 2005, net sales of Fuzeon, as recorded
by Roche, outside the United States and Canada were $95.5 million compared to $49.5 million in 2004 and $8.2
million in 2003. Fuzeon is commercially available in over fifty-three countries, including all the major countries in
Europe.

Regulatory

In October 2004, the FDA granted full approval to Fuzeon. The FDA had previously granted accelerated approval
to Fuzeon on the basis of 24-week data in March 2003. Accelerated approval is a special regulatory status designed to
expedite the approval of therapies for serious or life-threatening illnesses, which provide meaningful benefit to patients
over existing treatments. The traditional approval of Fuzeon was based on results from two Phase III clinical trials,
called TORO-1 and TORO-2, over 48 weeks, which confirmed the durable efficacy and safety of Fuzeon-based
regimens.

In September 2002, Roche filed an application for European marketing approval. Roche received marketing
approval under exceptional circumstances from the European Medicines Evaluation Agency, or EMEA, for use of
Fuzeon in the European Union in May 2003. Roche submitted a full analysis of 48-week clinical data to the Committee
for Human Medicinal Products, or CHMP, in December 2003 seeking a label change for Fuzeon. In April 2004, the
CHMP recommended inclusion of the 48 week data in the label. This was followed by approval by the EMEA for this
label change in June 2004. This approval allows Roche to market Fuzeon using the full 48 week safety and efficacy;
data. Outside the United States and the European Union, Roche has received approval and reimbursement for Fuzeon
in over fifty-three countries, and is in the process of negotiating reimbursement from additional countries in which they
plan to market Fuzeon.

Manufacturing

Roche manufactures the bulk drug substance of Fuzeon, Based on our progress and experience to date, we believe
that Roche will be able to produce supply of Fuzeon sufficient to meet anticipated demand. If Fuzeon sales levels do
not meet Roche’s and our expectations, the resulting production volumes may not allow Roche to achieve thei
anticipated economies of scale for Fuzeon. If Roche does not achieve these economies of scale, the costs of goods for
Fuzeon could be higher than previous and current expectations.

Roche performs the fill-finish and all final product storage and packaging operations for Fuzeon. Raw material
and supplies required for the production of Fuzeon, are generally available from various suppliers in quantities
adequate to meet our needs. Each of our third-party service providers, suppliers and manufacturers are subject to
continuing inspection by the FDA or comparable agencies in other jurisdictions. Any delay, interruption or other issues
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that arise in the manufacture, fill-finish, packaging, or storage of our products, including as a result of a failure o
Roche’s or a our third-party service provider’s facilities to pass any regulatory agency inspection, could significantly
impair our ability to sell Fuzeon.

We believe that Roche’s existing manufacturing facilities and outside sources will allow us to meet our near-term
and long-term manufacturing needs for Fuzeon. Roche’s manufacturing facilities operate under multiple licenses from
the FDA, regulatory authorities in the EU and other regulatory authorities.

2005 Results and 2006 Key Initiatives

Given the demonstrated efficacy, durability and safety of Fuzeon-based therapies in treatment experienced
patients, we are focusing much of our promotional efforts on three primary objectives: expanding the adoption and
initiation of therapy with Fuzeon, enhancing retention of patients on therapy, and ensuring full access for individuals
that have been prescribed Fuzeon. We have developed and are implementing specific programs that address these three
objectives. These programs complement our other ongoing marketing and sales efforts and specifically address the
issues pertaining to chronic use of an injectable therapy.

Trimeris and Roche have launched a nationwide, comprehensive nursing support program—Fuzeon Nurse
Connections (“Connections”). This program is designed to augment the existing dedicated patient treatment hotline
know as the Fuzeon Answer Center (“FAC”). Connections is a program staffed by experienced nurses, fully trained on
the preparation and administration of Fuzeon with other HIV therapies. Connections nurses travel to patients’ homes or
physicians’ offices, providing supplemental assistance with the proper administration and use of Fuzeon. All patients
receiving Fuzeon are eligible for Connections support. During 2005, over 1,500 patients were visited by Connections
nurses—85% of whom were new to, or just initiating, Fuzeon therapy. The direct, personal support provided by
Connections is supplemented by the FAC, a virtually full-time dedicated nursing call center for Fuzeon patients. FAC
provides remote assistance with drug preparation, administration, and the management of ongoing therapy. During
2005, the FAC recetved approximately 3,000 calls from patients. We believe that these adherence and persistency
initiatives will continue to improve patient retention from the first week of therapy initiation and address some of the
issues identified in our field experience to date.

We continue to expand our medical education and promotional campaigns. A great deal of the focus for these
campaigns in 2005 was directed towards communication of the “Fuzeon effect,” or “Fuzeon factor,” as referred to by
some HIV investigators. Late in 2004, data from the TORO I and II studies were presented at the Infectious Diseases
Society of America (“IDSA”) meeting, that indicated that the combination of Fuzeon with an active, boosted protease
inhibitor leads to maximal viral suppression (<400 copies of virus/ml3) in the majority (55%) of patients as compared
to less than 25% of patients not receiving Fuzeon—thus the “Fuzeon factor”.

In subsequent scientific meetings throughout 2005, data from four other studies, involving two other active
boosted protease inhibitors, RESIST I and HI for Tipranavir (Boehringer-Ingelheim) and POWER I and II for TMC-114
(Tibotec, Inc.), validated the “Fuzeon factor” observed in the TORO trials. The data from these trials consistently
demonstrate that undetectable viral load was achieved in the majority of patients when Fuzeon was combined with
these active antiretroviral drugs. The strength of this data led the Department of Health and Human Services, or DHHS,
to revise its guidelines on the management of HIV/AIDS to state that viral re-suppression is the goal of therapy for
treatment experienced patients. These guidelines specifically indicate that patients who receive more active drugs (e.g.
an active ritonavir-boosted protease inhibitor and Fuzeon), had a better and more prolonged virologic response. During
the later part of 2005, this information and the recommendations from the HIV treatment guidelines began to be
conveyed both in medical education and promotional initiatives. We anticipate that these guidelines will be
increasingly applied in clinical practice as we disseminate this information more widely in 2006.

The ability to combine Fuzeon with active, newly approved drugs, or drugs in late stages of clinical development,
provides treatment-experienced patients with the opportunity to fully re-suppress HIV replication. In order to facilitate
immediate access to Fuzeon for treatment-experienced patients involved in studies of new, active agents, Trimeris and
Roche continue to support the Fuzeon Accelerated Simultaneous Access Program (“ASAP”). This program provides
immediate access to Fuzeon for patients who are starting treatment with Fuzeon in combination with an investigational
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anti-HIV drug obtained through an expanded access program (EAP). Fuzeon ASAP helps to facilitate simultaneous
initiation of Fuzeon with an active investigational agent, in a regimen deemed medically appropriate by a physician.
For patients starting treatment with Fuzeon in combination with an investigational drug in expanded access, Fuzeon
ASAP provides up to a 90-day supply of Fuzeon at no cost to the patient. Upon request, patient support and adherence
programs, including Connections nurse visits, are provided to help facilitate successful initiation and continuation of
therapy. Trimeris and Roche cannot ensure access to Fuzeon for all patients beyond the initial 90 days if
reimbursement is not then established. However, reimbursement assistance is available to assist in securing coverage
for continued Fuzeon use.

Our efforts to further enhance a patient’s ability to initiate and remain on Fuzeon containing therapies continued
in 2005, as we presented data from and initiated additional studies assessing the acceptance and utility of novel
subcutaneous injection (SCI) delivery systems. Among these are the Becton Dickinson 31 gauge, thin-walled syringe/
needle (BD Ultrafine IT) and the Biojector 2000 (B2000) needle-free delivery system.

The BD Ultrafine II syringe is a shorter, insulin-type of needle that may afford more consistent SCI dosing, as
compared to the currently provided 27 gauge needle; this may lead to improvement in the incidence or severity of
potential injection site reactions associated with Fuzeon administration. The BD Ultrafine II was evaluated in the Phase
IIb/V study known as T-20 Qualité. Initial results from the first 100 patients enrolled in this study were reported at
the International AIDS Society meeting in July 2005. These data indicated a low overall incidence of injection site
reactions among patients using the BD Ultrafine II for Fuzeon administration; a majority of patients had either no or
only minor injection site reactions at the end of 12 weeks. Patients in the study also reported that quality of life
parameters were improved with Fuzeon over the 12-week period observed. Full data from this study are anticipated in
mid-2006. In addition, we continue to receive numerous anecdotal reports from clinicians whose patients report
positive experiences with the use of the BD Ultrafine II. Clinicians and patients considering or already using Fuzeon as
part of their HIV regimens can readily access the BD Ultrafine Il needie and syringe through their preferred
pharmacies.

The B2000 has been used to deliver millions of injections in a wide range of healthcare settings since receiving
FDA approval in 1996. The B2000 needle-free injection works by forcing medication rapidly through a tiny orifice
held against the skin, creating a fine stream of fluid that penetrates the skin and deposits medication in the
subcutaneous tissue. Positive data from the T-20 405 bioequivalence study of the B2000 needle-free device (versus
standard needle/syringe) formed the basis for a supplemental NDA application (sNDA) to the FDA in May 2003 t¢
include use of the B2000 for administration in the Fuzeon label. In November, 2005, the FDA issued an approvable
letter regarding the B2000 sNDA. In its reply, the FDA indicated that the filing was approvable pending receipt of the
final study report from the ongoing ENF-404 or WAND (With a Needle-Free Device) study, a randomized, 0pen~1abel’,
two-way, cross-over study assessing the tolerability of the B2000 device for administration of Fuzeon. We anticipate
that this report will be available and provided to the FDA in the second half of 2006. In the interim, we are initiating
studies with Fuzeon that will include the use of the B2000 system, namely the BLQ (Below Levels of Quantiﬁcation')
study and the BOSS (Biojector 2000 Observational Safety and Satisfaction) study. These studies will commence during
the first half of 2006. The BLQ study will assess the use of Fuzeon in combination with TMC-114/ritonavir, while the
BOSS study will focus on the use of the B2000 system in patients at risk of discontinuing Fuzeon therapy due to
injection related difficulties. In addition, Bioscrip, a specialty pharmacy, continues to enroll patients in its medical u
evaluation of alternative administration systems for Fuzeon, which includes the B2000 system free of charge.

o




Current and Future Fuzeon Clinical Trials

We expect to continue our ongoing clinical trials as well as initiate new clinical trials with Fuzeon during 200t
These trials will focus on the following primary needs for current and potential Fuzeon patients: evaluation of ne
delivery systems that may reduce needle-phobia and/or ameliorate the rate/severity of injection site reactions; the effec
of Fuzeon in patients with less treatment experience than in our TORO trials; and the potential for reducing othe
anti-HIV drug related toxicities and/or adverse events. The table below summarizes our current on-going, or recentl
completed, clinical trials.

Name Description

T20-401 Pilot trial of once daily administration of Fuzeon vs. standard twice daily regimen.

ENF-404 Multi-dose crossover study comparing needle-free injection device vs. standard needle/syringe witl
self-administration.

T20 Qualité Quality of life study of 31 g needle and insulin syringe.

T20 Intense Comparative trial in earlier line patients assessing ongoing Fuzeon use compared to an induction

maintenance approach.

T20 SwitchTox  An assessment of the substitution of ARV’s associated with undesirable side-effects/toxicities in
favor of Fuzeon.

T20 BLQ An assessment of Fuzeon in combination with an investigational protease inhibitor.

The ENF-404 trial involves the use of the currently approved Biojector 2000 needle-free injection device
manufactured by Bioject Medical Technologies, Inc., described above.

Collaborations
Roche

We have entered into a worldwide agreement with Roche to develop and market Fuzeon and T-1249, or a
replacement compound. Our agreement with Roche grants them an exclusive, worldwide license for Fuzeon and
T-1249 and certain other peptide compounds in the field of HIV. Roche may terminate its license as a whole or for a
particular country or countries in its sole discretion with advance notice. We will share development expenses and
profits for Fuzeon and T-1249, or a replacement compound, in the United States and Canada equally with Roche.
QOutside of the United States and Canada, Roche will fund all development costs and pay us royalties on net sales of
Fuzeon and T-1249, or a replacement compound, for a specified term. In addition, the agreement calls for Trimeris to
receive up to $68.0 million in upfront and milestone payments, of which we have achieved $28.3 million as of
December 31, 2005. Our collaboration with Roche is a contractual one and is not a separate legal entity. Consequently,
we have no investment in any collaboration entity. All assets used in the manufacture of Fuzeon by Roche are owned
and operated by Roche.

Roche is responsible for the sales, marketing and distribution of Fuzeon; all sales are made through their sales
force. The results of our commercial operations are reported on our financial statements as “Collaboration profit/loss”
which is calculated as follows: Total gross sales of Fuzeon by Roche in the United States and Canada is reduced by
estimates for discounts, rebates and returns resulting in total net sales. Net sales are reduced by costs of goods sold .
resulting in gross margin. Gross margin is reduced by selling and marketing expenses and other expenses related to the
sale of Fuzeon, resulting in operating income or loss. The Company’s 50% share of the operating income or 10ss is
reported as collaboration income or loss. This information is disclosed below in “Management’s Discussion and
Analysis of Financial Condition and Results of Operation—Critical Accounting Policies—Collaboration Income/
Loss.”

Substantially all of the data used to calculate the Collaboration income or loss is derived from information
provided by Roche. We compare sales amounts to data from third party services such as IMS for accuracy. Roche’s
estimate of discounts, rebates and returns is first reviewed by Trimeris marketing personnel based on their knowledge
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of the payor mix and other factors and is then reviewed by the Trimeris finance staff. The collaboration has a North
American Joint Marketing Committee, or NAJMC, that oversees the commercialization activities related to Fuzeon.
The NAIMC consists of representatives from Roche and Trimeris. The NAIMC reviews the budgets for the direct
marketing costs and Roche sales force costs charged to Fuzeon and the costs of departments at Roche that devote time
on Fuzeon-related issues, such as government affairs and reimbursement. The actual costs are reviewed by the Trimeris
NAJMC members and compared to budgeted amounts prior to inclusion in collaboration income/loss. In the event that
we are not satisfied after reviewing the actual costs, we will withhold payment until presented with satisfactory
documentation or appropriate adjustments to the charges are made. Historically the calculation of the collaboration
income/loss has been consistent from period to period but we cannot guarantee that fluctuations will not occur.

We recognize 50% of the total Collaboration gross profit/loss, which includes estimates made by and recorded by
Roche for reductions to gross sales for expected returns of expired products, government rebate programs, such as
Medicaid reimbursements, and customer incentives, such as cash discounts for prompt payment. Estimates for|
government rebate programs and cash discounts are determined by Roche based on contractual terms, historical
information from Roche’s anti-HIV drug portfolio, and Roche’s expectations regarding future utilization rates for these
programs. Estimates for product returns are based on an on-going analysis of industry return patterns and historical]
return patterns by Roche for its anti-HIV drug portfolio. This includes the purchase of third-party data by Roche to
assist Roche and us in monitoring channel inventory levels and subsequent prescriptions for Fuzeon. We also monitor
the activities and clinical trials of our key competitors and assess the potential impact on future Fuzeon sales and return
expectations where necessary. Expected returns of Fuzeon kits are generally low as Fuzeon has a high Wholesale
Acquisition Cost, or WAC, compared to other anti-HIV drugs, and requires significantly more storage space than othe
anti-HIV drugs due to the size of a monthly kit because Fuzeon requires twice daily injections. Consequently;
wholesalers tend to stock only the necessary volumes of Fuzeon inventory. We believe that, on average, wholesalers
hold about 1.5 to 2 weeks supply that has been sold by Roche to wholesalers, but not yet purchased by patients. For the
past three years, we have observed some seasonality in wholesaler purchasing patterns with wholesalers tending to
increase on hand supplies of Fuzeon to roughly 4 weeks during the fourth quarter. The current shelf life of Fuzeon is 36
months. Roche reviews the estimates discussed above on a quarterly basis and adjusts estimates as appropriate for
changes in facts or circumstances. This estimate reduces our share of collaboration income or loss under our
collaboration agreement. '

In September 2005, the Company entered into a Letter of Amendment (“Manufacturing Amendment”) with Roche
setting forth certain rights and responsibilities with respect to the manufacture and sale of Fuzeon. The Manufacturing
Amendment amends and supplements the terms of the collaboration agreement and addresses several aspects of the
parties’ collaboration related to the manufacture of Fuzeon. According to the terms of the Manufacturing Amendment,
Roche will be responsible for all decisions regarding future Fuzeon manufacturing volume, including management of
the inventory supply chain. Subject to certain exceptions, Roche will therefore be financially responsible for all write}
offs of expired Product (as defined in the collaboration agreement) sold in the US and Canada. In addition, Roche wilh
be responsible for write-offs of all supply chain materials not currently in inventory as of the date of execution of the
Manufacturing Amendment and the collaboration’s Joint Steering Committee will govern the conversion schedule into

product of supply chain materials that are in inventory as of that date.

The Manufacturing Amendment also sets forth the terms for which Roche-owned, Fuzeon manufacturin
equipment and facilities in Boulder may be used for the manufacture of other products. In addition, the Manufacturin
Amendment provides for the Company’s payment of certain pre-launch inventory carrying costs related to the sale o
Fuzeon and Roche’s payment to the Company of an outstanding manufacturing milestone payment under th
collaboration. The Manufacturing Amendment also outlines certain methodologies for the allocation of standard cos
variances between the parties, the sharing of financial data related to Fuzeon manufacturing, and the methodology fa
calculating currency conversions. For further discussion of accounting matters related to the Manufacturin
Amendment, see Item 7, Management’s Discussion and Analysis of Financial Condition and Results of Operation
and Item 15, Footnote 9—“Roche Collaboration.”
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We have also entered into a research agreement with Roche to discover, develop and commercialize additional
anti-HIV gp41 fusion inhibitor peptides. Pursuant to the agreement, Trimeris and Roche agreed to share the worldwide
research, development and commercialization expenses and profits from the worldwide sales of anti-HIV gp41 fusion
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inhibitor peptides created after July 1, 1999. Although the research agreement itself does not require that a specific
amount be spent on any annual research plan either party has the option, at their discretion, to supplement the budgeted
research plan at their own additional expense. We and Roche share expenses equally for work done pursuant to the
research plan. At present, we are in discussions with Roche to define the research plan and budget for 2006. Our
agreement with Roche grants them an exclusive, worldwide license for these peptides. Either party may terminate the
agreement as a whole or for a particular drug, country or countries in its sole discretion with advance notice. In
February 2006, we announced that Trimeris and Roche had renewed the joint research obligations under the agreement
through December 31, 2006.

Array Biopharma

In June 2004, we announced the renewal of an agreement with Array Biopharma Inc., or Array, to discover small
molecule entry inhibitors directed against HIV. The terms of the agreement are substantially similar to those of the
initial agreement, signed in August 2001. Over the course of the agreement, Array has received research funding and
the right to receive milestone payments and royalties based on the success of this program. In connection with the
agreement, as amended, Trimeris has screened a library of small molecule compounds created by Array against HIV
entry inhibitor targets. We have completed screening of these compounds for activity in our assays and have completed
the process of evaluating these compounds as possible clinical candidates. The research term of the agreement expired
according to the terms of the agreement on December 31, 2005. There are no research activities currently being
performed pursuant to the agreement although the agreement itself remains in effect.

Neokimia, Inc.

In 2002, we entered into an agreement with Neokimia Inc., or Neokimia, to discover and develop small molecule
HIV fusion inhibitors. We have initially screened a library of small molecule compounds provided by Neokimia and
Neokimia will use its proprietary drug discovery platform to optimize any lead compounds with the goal of identifying
one or more preclinical drug candidates. Neokimia has provided the initial library of compounds on a nonexclusive
basis but will work exclusively with us on the HIV gp41 fusion protein target during the term of the collaboration. In
2003, we exercised our option to select an additional target related to HIV fusion to add to the collaboration. The
research performed under the collaboration has been performed pursuant to a research plan that has been mutually
agreed upon by the parties. The term of this research plan has concluded. In December 2003, Neokimia merged with
Tranzyme, Inc., or Tranzyme, and Tranzyme acquired Neokimia’s rights and obligations under the 2002 agreement.
There are no research activities currently being performed pursuant to the agreement although the agreement itself
remains in effect.

ChemBridge Research Laboratories, Inc.

In June 2005, we entered into a drug discovery and development agreement with ChemBridge Research
Laboratories, Inc., or CRL. Under the terms of the agreement, Trimeris and CRL will work together to discover and
develop small molecule inhibitors of HIV. Specifically, pursuant to the agreement, we are working with CRL to
identify small molecule inhibitor compounds against two HIV entry targets. Trimeris and CRL will collaborate to
identify orally active lead compounds and then optimize preclinical candidates. Trimeris will be responsible for
preclinical and clinical development, manufacturing, regulatory and commercial activities on a worldwide basis for all
compounds and products resulting from the collaboration. Trimeris will provide funding to CRL to support medicinal
chemistry efforts, and CRL will work exclusively with us on these programs. CRL will be eligible to receive milestone
payments based on the achievement of specific development and commercial events and may also be eligible to receive
royalties on net product sales.

Research

As part of our business strategy, we conduct research and development activities both internally and with our
collaborative partners. Our research efforts focus primarily on treating viral diseases by identifying novel mechanisms
for blocking viral entry. In total, our research and development (R&D) expenses for 2005 were $18.3 million,
compared with $21.3 million for 2004, and $36.8 million for 2003.
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Viral Fusion Inhibitors

Viruses utilize the intracellular machinery of a cell to make components that are necessary for viral replication.
Viruses cause disease when their uncontrolled replication interferes with the basic function of the invaded cells. The
attraction of a virus to the cell it infects is based upon a specific interaction between the receptors on the surface of the
target cell and the virus.

Viral infection of cells occurs through a cyclical, multi-step process, consisting of viral entry, intracellular
replication and release. Once the viral genetic material is inside the target cell, this material then directs the target cell
to produce viral proteins and enzymes that are necessary to complete the replication cycle of the virus. When viral
replication is completed, newly formed viruses are released from the cell. These newly formed viruses spread by
infecting new cells. The cycle is repeated when the replicated virus infects the new cells.

Currently marketed antiviral therapies typically target specific enzymes that viruses use to replicate. Other|
compounds that are in clinical development, including ours, focus on the entry of the viruses into target cells. We have]
pioneered the discovery and development of a new class of anti-HIV compounds, called fusion inhibitors, that prevents
one of the crucial steps in viral entry from occurring by blocking the conformational rearrangement of HIV required to
allow HIV to fuse with a host cell. Fuzeon is a first-generation fusion inhibitor that prevents HIV from entering and
infecting cells. T-1249 is a rationally designed second-generation fusion inhibitor. Our next generation peptides are
also rationally designed peptides with the goal of being long-acting and having an enhanced resistance profile as
compared to Fuzeon.

Next Generation HIV gp41 Peptide Fusion Inhibitors.

7

One of the goals of the research agreement with Roche is to identify technologies that improve our anti-HIV
peptides. With respect to our next generation peptide program, our intention is to identify a next generation fusion
inhibitor candidate that has an optimized virological and pharmacokinetic profile as well as to identify a sustained
release formulation for that peptide that will allow significantly less frequent dosing.

'

In January 2006, Roche and Trimeris announced the selection of two next-generation fusion inhibitor peptides fo
co-development and progression into further pre-clinical studies. The peptides, TRI-1144 and TRI-999, firs
synthesized at Trimeris, are distinct compounds derived from HR2 sequences of HIV. In connection with th
announcement of the selection of two next-generation fusion inhibitor peptides for co-development and progressio
into further pre-clinical studies, Trimeris received a payment from Roche of $2.5 million.
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TRI-1144 and TRI-999 are being developed with the specific goal of achieving durable suppression of HIV b
increasing the potency of the molecules and raising their genetic barrier to the development of resistance. Also centra
to the development program is increased patient convenience via simpler, more patient-friendly administration, with{a
target of once-weekly dosing. In February 2006, data was presented at the Conference on Retroviruses and
Opportunistic Infections (CROI) indicating that these peptides possess potent antiviral activity and durable control of
HIV replication in vitro, with desirable pharmacokinetic properties in vivo.
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More specifically, the studies presented at CROI included evaluations of these peptides in three key areas:

*  Potency against Fuzeon -sensitive viruses: Both TRI-1144 and TRI-999 demonstrated potent in vitro
activity against a panel of 12 clinical isolates with varying degrees of sensitivity to Fuzeon. Potency against
this panel of Fuzeon-sensitive viruses was up to seven times greater than that of Fuzeon.

s Activity against Fuzeon -resistant viruses and genetic barrier to resistance: TRI-1144 and TRI-999
demonstrated substantial improvements in activity compared to Fuzeon (greater than 150 to 250-fold,
respectively) against viruses with Fuzeon -related resistance. In addition, acquisition of resistance to the two
new peptides was very difficult to derive in vitro, as evidenced by prolonged and repeated exposure to the
HIV virus in passaging studies. Together, these results suggest a substantially higher genetic barrier|to
development of resistance for TRI-1144 and TRI-999.




*  Phamacokinetic properties: TRI-999 and TRI-1144 demonstrated slow, extended clearance properties in
monkeys, equal to six- and four-fold greater than Fuzeon, respectively, as well as subcutaneous bioavailability
of greater than 80 percent.

In the near future, we plan to proceed to advanced formulation studies and preclinical toxicology studies with one
or both of these peptides. The results of these studies will determine how rapidly we move towards naming a clinical
candidate. These activities will fall under our research agreement with Roche. At present, we are currently in
discussions with Roche to define the research plan and budget for 2006.

Other Research Programs

Fuzeon Product Optimization. We believe we may be able to improve upon the potential product attributes of
Fuzeon by enhancing methods of delivery. Fuzeon is currently delivered via a twice-daily subcutaneous injection. We
believe that incremental improvements in delivery convenience could enhance its market acceptance resulting in
enhanced adoption, broader use and improved therapy adherence over time. We are currently working with Roche to
explore more convenient delivery, such as use of smaller gauge needles, needle-free delivery devices and other
enhancements. We continue to evaluate the ability to administer Fuzeon once daily with the current formulation in the
clinical trial known as T20-401.

Small Molecule HIV Entry Inhibitors. We also have discovery programs that are focused on orally available
small molecule HIV entry inhibitors. The development of small molecule HIV entry inhibitors is not within the scope
of our collaboration with Roche. We have entered into separate agreements with Array BioPharma, Inc., Neokimia,
Inc., and ChemBridge Research Laboratories, Inc. to discover small molecule entry inhibitors of HIV. While the
research phases of the collaborations with Array and Neokimia are currently dormant, the collaboration agreements
remain in effect.

Sales, Marketing and Distribution

Trimeris does not exercise direct control over the sales, marketing or distribution of Fuzeon. We currently rely on
Roche for the sales, marketing and distribution of Fuzeon and, if they are approved by the FDA, any other drug
candidates covered by our collaboration with Roche, in accordance with the marketing terms contained in our
development and license agreement with Roche. Roche may terminate this agreement at any time with advance notice.
If Roche fails to market Fuzeon or our other drug candidates, if approved, adequately, we do not have the ability under
our collaboration agreement to establish our own sales, marketing or distribution capabilities. If Roche ceases to
market Fuzeon or our other drug candidates by terminating our agreement, and we were unable to reach agreement
with one or more other marketing partners, we would be required to develop internal sales, marketing and distribution
capabilities. We may not be able to establish cost-effective sales, marketing or distribution capabilities or make
arrangements with third parties to perform these activities on acceptable terms on a timely basis, if at all. This would
have a material adverse effect on our business, financial condition, results of operations and the market price of our
stock.

Our agreement with Roche and any sales, marketing or distribution arrangements we establish with other parties
gives Roche, and may give those parties, significant control over important aspects of the commercialization of Fuzeon
and our other drug candidates, including:

» market identification;

* marketing methods;

* pricing;

* drug positioning;

* composition and deployment of sales force; and

¢ promotional effort and activities.
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We may not be able to control the amount or timing of resources that Roche or any third party may devote to our
drug candidates.

Roche previously had entered into an exclusive distribution arrangement with Bioscrip, Inc., a specialty
pharmacy, to distribute Fuzeon in the United States however, this exclusive arrangement terminated in 2004. Fuzeon is
currently widely available through retail and specialty pharmacies across the U.S.

Patents, Proprietary Technology and Trade Secrets

Our success will depend, in part, on our ability, and the ability of our collaborators or licensors, to obtain
protection for our products and technologies under United States and foreign patent laws, to preserve our trade secrets
and to operate without infringing the proprietary rights of third parties.

We own or have exclusive licenses to 40 issued United States patents, numerous pending United States patent
applications, and certain corresponding foreign patents and patent applications. Most of our United States patents
issued to date are currently set to expire between 2013 and 2022.

We also rely on trade secrets, know-how and other proprietary information, which we seek to protect, in part,
through the use of confidentiality agreements with employees, consultants, advisors and others. These agreements may;
not provide adequate protection for our trade secrets, know-how or other proprietary information in the event of anyj
unauthorized disclosure. Our employees, consultants or advisors could disclose our trade secrets or proprietaryj]
information to competitors, which would be detrimental to us.

We have an exclusive, worldwide, royalty-bearing license from the New York Blood Center under certain U.S
and foreign patents and patent applications relating to certain HIV peptides. Under this license we are required to pay;
the New York Blood Center a royalty equal to one-half of one percent of the net sales of Fuzeon up to $100 million in
a calendar year, and one-quarter of one percent of net sales in excess of $100 million for that calendar year. We
recognized expense of approximately $717,000, $575,000 and $179,000 during 2005, 2004 and 2003, respectively, for
royalty payments due to the New York Blood Center related to the sales of Fuzeon.

Competition

We are engaged in segments of the biopharmaceutical industry, including the treatment of HIV, that are intensely
competitive and change rapidly. Fuzeon and any other HIV fusion inhibitors we may develop will compete Wiﬂ?
numerous existing therapies. For example, there are 26 different drugs that are currently approved in the United State:
for the treatment of HIV. In addition, a number of companies are pursuing the development of novel pharmaceuticai
products that target HIV. Some companies, including several multi-national pharmaceutical - companies, ar
simultaneously marketing several different drugs and may therefore be able to market their own combination drug
therapies. We believe that a significant number of drugs are currently under development and will become available i
the future for the treatment of HIV.
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Fuzeon is delivered via twice daily subcutaneous injections, each delivering 90 mg of Fuzeon. The other approve:
anti-HIV drugs are delivered orally at various do3ing intervals. We believe that this delivery method is one factor tha
may limit its uptake as compared to other competing drugs. In addition, the Wholesale Acquisition Cost, or WAC, o
Fuzeon is approximately $22,200 for one year of therapy. This price is significantly higher than any of the othe
approved anti-HIV drugs. Fuzeon’s price relative to other approved anti-HIV drugs may also limit patient demand.
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The standard of care for the treatment of HIV is to administer a regimen that combines drugs from each of the
different classes of anti-HIV drugs. In the event drug candidates are approved that are effective against HIV virus that
has become resistant to currently approved drugs, we believe that using these drugs in combination with Fuzeon ma;
provide patients with additional treatment options that do not currently exist. These drugs may be both competitiv'e
with Fuzeon in some cases, and synergistic with Fuzeon in other cases. The need for drugs that have a novel
mechanism of action has stimulated interest in the inhibition of HIV entry into the cell. We believe that several
companies are developing or attempting to develop HIV drug candidates that inhibit entry of the virus by targeting one
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of the HIV co-receptors (i.e. either CCRS or CXCR4). Several companies including GlaxoSmithKline PLC, Pfizer
Inc., and Schering Plough Corp, are or have been developing CCRS inhibitors that inhibit entry of the virus into the cel
through a different mechanism. These compounds are in various stages of development and none are currently
approved by the FDA.

Other companies, including Panacos, Gilead, and Merck, are in early stages of development of new classes of
drugs that target novel steps in the viral life cycle (e.g. maturation inhibitors and integrase inhibitors).

We anticipate that we will face intense and increasing competition in the future as these and other new products
enter the market and advanced technologies become available. Existing products or new products for the treatment ot
HIV developed by our competitors may be more effective, less expensive, or gain wider acceptance by patients and
physicians than Fuzeon or any other products eventually commercialized by us.

Many of our competitors have significantly greater financial, technical and human resources than we have and
may be better able to develop, manufacture, sell, market and distribute products. Many of these competitors have
products that have been approved or are in late-stage development. These competitors also operate large, well-funded
research and development programs. In addition, smaller companies may prove to be significant competitors,
particularly through collaborative arrangements with large pharmaceutical and biotechnology companies. Furthermore,
academic institutions, governmental agencies and other public and private research organizations are becoming
increasingly aware of the commercial value of their inventions for the treatment of HIV and are more actively seeking
to commercialize the technology they have developed.

New developments in our areas of research and development are expected to continue at a rapid pace in both
industry and academia. If our drug candidates are successfully developed and approved, we will face competition based
on:

» the safety and effectiveness of the products;

» the convenience of the dosing regimen;

+ the timing and scope of regulatory approvals;

* availability of manufacturing, sales, marketing and distribution capabilities;

* reimbursement coverage;

* price; and

»  patent position.

While our experience to date is that new, active HIV drugs and those in clinical development have been used
synergistically with Fuzeon in order to achieve maximal viral suppression in treatment experienced patients we cannot
guarantee that this will translate into increased patient adoption. Qur competitors may develop more effective or more
affordable technology or products, or achieve earlier patent protection, product development or product
commercialization than we can. Our competitors may succeed in commercializing products more rapidly or effectively

than we can, which could have a material adverse effect on our business, financial condition, results of operations and
the market price of our stock. :

Government Regulation

Human pharmaceutical products are subject to lengthy and rigorous preclinical testing and clinical trials and other
extensive, costly and time-consuming procedures mandated by the FDA and foreign regulatory authorities. The
regulatory approval process includes:

+ the establishment of the safety and effectiveness of each product candidate; and
* confirmation by the FDA that good laboratory, clinical and manufacturing practices were maintained during

testing and manufacturing.
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This process typically takes a number of years, depending upon the type, complexity and novelty of the
pharmaceutical product. This process is expensive and gives larger companies with greater financial resources a
competitive advantage over us.

The steps required by the FDA before new drugs may be marketed in the United States include:
* preclinical studies;

» the submission to the FDA of a request for authorization to conduct clinical trials on an investigational new
drug, or IND;

» adequate and well-controlled clinical trials to establish the safety and efficacy of the drug for its intended use;
» adequate control of a reliable manufacturing process;

* submission to the FDA of a New Drug Application, or NDA; and

* review and approval of the NDA by the FDA before the drug may be shipped or sold commercially.

In the United States, preclinical testing includes both culture and animal laboratory evaluation and
characterization of the safety and efficacy of a drug and its formulation. Certain laboratories involved in preclinical
testing must comply with FDA regulations regarding good laboratory practices. Preclinical testing results are submitted
to the FDA as part of the IND and, unless there is objection by the FDA, the IND will become effective 30 days
following its receipt by the FDA. Submission of an IND does not guarantee that human clinical trials will ever
commence.

Clinical trials involve the administration of the investigational drug to healthy volunteers or to patients under the
supervision of a qualified principal investigator. These clmlcal trials typically are conducted in three sequential phases,
although the phases may overlap with one another.

Phase I clinical trials represent the initial administration of the investigational drug to a small group of healthy|
human subjects or, more rarely, to a group of selected patients with a targeted disease or disorder. The goal of Phase i
clinical trials is typically to test for safety, dose tolerance, absorption, bio-distribution, metabolism, excretion and
clinical pharmacology.

Phase II clinical trials involve a small sample of the actual intended patient population and seek to assess the
effectiveness of the drug for the specific targeted indications, to determine dose tolerance and the optimal dose range
and to gather additional information relating to safety and potential adverse effects.

Phase III clinical trials are initiated to establish further clinical safety and effectiveness of the investigational drug
in a broader sample of the general patient population at geographically dispersed study sites in order to determine the
overall risk-benefit ratio of the drug and to provide an adequate basis for all labeling for promotion and use. The results
of the research and product development, manufacturing, preclinical testing, clinical trials and related information are
submitted to the FDA in the form of an NDA for approval of the marketing and shipment of the drug.

The FDA closely monitors the progress of each of the three phases of clinical trials and may, at its discretion,
reevaluate, alter, suspend or terminate the testing based upon the data accumulated to that point and the FDA’s
assessment of the risk/benefit ratio to the patient. Once Phase III trials are completed, drug developers submit the
results of preclinical studies, clinical trials and information on the manufacturing of the drug to the FDA in the form of
an NDA for approval to commence commercial sales. Once submitted, the FDA is required to take action on an NDA
within a specified period of time. FDA action may be any one of the following: approval to market the drug, request for
additional information or denial of approval. FDA approvals may not be granted on a timely basis, or at all.
Furthermore, the FDA may prevent a drug developer from marketing a product under a label for its desired indications,
which may impair commercialization of the product. Similar regulatory procedures must be complied with in countries
outside the United States.
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Our potential drug candidates may never receive commercialization approval in any country on a timely basis, o
at all, even after substantial time and expenditures. If we are unable to demonstrate the safety and effectiveness of ou
product candidates to the satisfaction of the FDA or foreign regulatory authorities, we will be unable to commercializt
our drug candidates. This would have a material adverse effect on our business, financial condition, results o
operations and market price of our stock. Even if regulatory approval of a drug candidate is obtained, the approval may
limit the indicated uses for which the drug candidate may be marketed.

We, Roche and any existing or potential future collaborative partners are also subject to various federal, state anc
local laws and regulations relating to:

» safe working conditions;
« laboratory and manufacturing practices; .
» the experimental use of animals; and

* the use and disposal of hazardous or potentially hazardous substances, including radioactive compounds and
infectious disease agents.

Compliance with these laws, regulations and requirements may be costly and time-consuming and the failure to
maintain such compliance by us or our existing and potential future collaborative partners could have a material
adverse effect on our business, financial condition and results of operations.

Drugs are also subject to extensive regulation outside the U.S. In the European Union, there is a centralized
approval procedure that authorizes marketing of a product in all countries in the European Union (which includes most
of the major countries in Europe). If this procedure is not used, under a decentralized system an approval in one
country of the European Union can be used to obtain approval in another couniry of the European Union under
simplified application process. After approval under the centralized procedure, pricing and reimbursement approvals
are also required in most countries.

Even after FDA approval has been obtained, further clinical trials may be required to provide additional data on
safety and effectiveness and are required to gain clearance for the use of a product as a treatment for indications other
than those initially approved.

Regulatory authorities track information on side effects and adverse events reported during clinical studies and
after marketing approval. Side effects or adverse events that are reported during clinical trials can delay, impede, or
prevent marketing approval. Similarly, adverse events that are reported after marketing approval can result in
additional limitations being placed on the product’s use and, potentially, withdrawal or suspension of the product from
the market. Any adverse event, either before or after marketing approval, could result in product liability claims against
us. Non-compliance with FDA safety reporting requirements may result in FDA regulatory action that may include
civil action or criminal penalties.

If we seek to make certain changes to Fuzeon or any other approved product, such as adding a new indication,
making certain manufacturing changes, or changing manufacturers or suppliers of certain ingredients or components,
we will need FDA review and approval before the change can be implemented.

The FDA, the FDA’s European counterpart the EMEA, and other regulatory agencies regulate and inspect
equipment, facilities, and processes used in the manufacturing of pharmaceutical and biologic products prior to
providing approval to market a product. If, after receiving clearance from regulatory agencies, a material change is
made in manufacturing equipment, location, or process, additional regulatory review and approval may be required.
Roche and we also must adhere to current Good Manufacturing Practices, or cGMP, and product-specific regulations
enforced by the FDA through its facilities inspection program. The FDA, the EMEA and other regulatory agencies also
conduct regular, periodic visits to re-inspect equipment, facilities, and processes following the initial approval. If, as a
result of these inspections, it is determined that the equipment, facilities, or processes used in the manufacture of
Fuzeon do not comply with applicable regulations and conditions of product approval, regulatory agencies may seek
civil, criminal, or administrative sanctions and/or remedies against us, including the suspension of our manufacturing
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operations. In addition, the FDA regulates all advertising and promotion activities for products under its jurisdiction
both prior to and after approval. Companies must comply with all applicable FDA requirements. If they do not, they
are subject to the full range of civil and criminal penalties available to the FDA.

We and Roche are also subject to various federal and state laws pertaining to health care “fraud and abuse,”
including anti-kickback laws and false claims laws. Anti-kickback laws make it illegal for a prescription drug
manufacturer to solicit, offer, receive, or pay any remuneration in exchange for, or to induce, the referral of business,
including the purchase or prescription of a particular drug. Due to the breadth of the statutory provisions and the
absence of guidance in the form of regulations or court decisions addressing industry practices, it is possible that our
practices might be challenged under anti-kickback or similar laws. False claims laws prohibit anyone from knowingly
and willingly presenting, or causing to be presented for payment to third party payors (including Medicare and
Medicaid) claims for reimbursed drugs or services that are false or fraudulent, claims for items or services not provided
as claimed, or claims for medically unnecessary items or services. Roche’s and our activities relating to the sale and
marketing of Fuzeon may be subject to scrutiny under these laws. Violations of fraud and abuse laws may be
punishable by criminal and/or civil sanctions, including fines and civil monetary penalties, as well as the possibility of
exclusion from federal health care programs (including Medicare and Medicaid). If the government were to allege or
convict us of violating these laws, our business could be harmed. '

Third-Party Reimbursement and Healthcare Reform Measures

In the United States and elsewhere, sales of prescription drugs depend, in part, on the consumer’s ability to obtain
reimbursement for the cost of the drugs from third-party payors, such as private and government insurance programs.
Third-party payors are increasingly challenging the prices charged for medical products and services in an effort to
promote cost containment measures and alternative health care delivery systems. Because of the high cost of the
treatment of HIV, many state legislatures are also reassessing reimbursement policies for these therapies. If third-party
payor reimbursements for any drugs we commercialize are not available or are not available at a level that will allow us
or our potential collaborative partners to sell these drugs on a competitive basis, our results of operations will be
materially and adversely affected. In addition, an increasing emphasis in the United States on the reduction of the
overall costs of health care through managed care has increased and will continue to increase the pressure to reduce the
prices of pharmaceutical products. The announcement and/or adoption of these types of proposals or efforts could also
materially and adversely affect our business, since the amount of revenues that we may potentially be able to generate
in the future for any products we may commercialize could affect an investor’s decision to invest in us, the amount of
funds we decide to spend now on our development and clinical trial efforts, and/or our decision to seek regulatory
approval for certain drug candidates.

Recently, several major pharmaceutical companies have offered to sell their anti-HIV drugs at or below cost to
certain countries in Africa, which could adversely affect the reimbursement climate, and the prices that may be
charged, for HIV medications in the United States and the rest of the world. Third-party payors could exert pressure for
price reductions in the United States and the rest of the world based on these offers to Africa. This price pressure could
limit the amount that we would be able to charge for our drugs.

Furthermore, the indication approved by the FDA is for the use of Fuzeon in combination with other anti-HIV
drugs. Physicians may not readily prescribe Fuzeon due to cost-benefit considerations when compared with otherl
anti-HIV drug treatments. Higher prices could also limit our ability to receive reimbursement coverage for our drugs
from third-party payors, such as private or government insurance programs. If Roche is unable to obtain and maintain
reimbursement from a significant number of third-party payors, it would have a material adverse effect on our
business, financial condition and results of operations. :

Roche has made significant progress in achieving reimbursement from the various payors in the United States
Currently Fuzeon is covered by Medicaid in all 50 states, 43 of the state and territorial AIDS Drug Assistance
Programs, or ADAPs, and a majority of private insurers. However there are reimbursement challenges remaining
Some of the payors require patients to meet minimum medical requirements, such as CD4 cell levels, to receive
reimbursement. Other payors limit the number of patients that can receive reimbursement for Fuzeon under their plans
and other payors may require co-payments by the patient in order to receive reimbursement for Fuzeon that are
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significantly higher than those required for other anti-HIV drugs. We and Roche will continue to actively address thes
issues during 2006. Outside the United States, Roche has negotiated for reimbursement in most of the major markets.

Human Resources

As of March 6, 2006, we had 90 full-time employees, including a technical scientific staff of 56. None of ou
employees are covered by collective bargaining arrangements and management considers relations with our employee
to be good.

Website

Our website address is www.trimeris.com. We make available free of charge through our website, our annua
report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, our directors’ and officers
Section 16 reports, and all amendments to these reports as soon as reasonably practicable after filing, by providing :
hyperlink to the EDGAR website directly to our reports.
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ITEM 1A. RISK FACTORS

You should carefully consider the risks described below before making an investment decision. The risks
described below are not the only ones facing our company. Additional risks nor presently known to us or that we
currently deem immaterial may also impair our business operations.

Our business, financial condition or results of operations could be adversely affected by any of these risks. The
trading price of our common stock could decline due to any of these risks, and you may lose all or part of your
investment.

If Fuzeon does not maintain or increase its market acceptance, our business will be materially harmed.

We have invested a significant portion of our time and financial resources since our inception in the development
of Fuzeon. Fuzeon is the only drug candidate for which we have obtained FDA approval. We anticipate that for the
foreseeable future, our ability to generate revenues and profits, if any, will depend entirely on the successful
commercialization of Fuzeon. Commercialization of Fuzeon will require the continued support of Roche and Roche’s
ability to manufacture commercial quantities of Fuzeon on a cost-effective basis with the requisite quality, and Roche’s
ability to successfully market Fuzeon throughout the world.

Fuzeon is delivered via a twice daily dosing by injection under the skin. All of the currently approved drug
treatments for HIV are delivered orally. Patients and physicians may not readily accept daily injections of an anti-HIV
drug treatment, which would limit their acceptance in the market. This delivery method may limit the use of Fuzeon
compared to other competing drugs. Moreover, because peptides are expensive to manufacture, the price of Fuzeon is
higher than the prices of currently approved anti-HIV drug treatments. The WAC of one year’s supply of Fuzeon in the
United States is approximately $22,200. This price is significantly higher than any of the other approved anti-HIV
drugs. Furthermore, the indication approved by the FDA is for the use of Fuzeon in combination with other anti-HIV
drugs, and is more restrictive than the indication for other approved anti-HIV drugs. Physicians may not readily
prescribe Fuzeon due to cost-benefit considerations when compared with other anti-HIV drug treatments. Higher prices
could also limit our ability to receive reimbursement coverage for our drugs from third-party payors, such as private or
government insurance programs. If Roche is unable to obtain and maintain reimbursement from a significant number
of third-party payors, it would have a material adverse effect on our business, financial condition and results of
operations.

We rely on Roche to manufacture, market and distribute Fuzeon throughout the world in countries where
regulatory approval has been received. If Roche fails to market Fuzeon adequately, we do not have the ability under
our collaboration agreement to establish our own sales, marketing or distribution capabilities.

Roche has significant inventory of both finished product and raw materials on hand, if Fuzeon sales do not
increase we could face the risk of significant write-offs.

Commercial sales of Fuzeon began in March 2003. In advance of the commercial launch, Roche manufactured
large quantities of commercial drug product in order to satisfy an anticipated large pent-up demand for Fuzeon. Since
that time, sales levels have not matched the original demand forecasts resulting in larger than anticipated inventories of
raw materials, bulk drug substance and finished drug. These raw materials, bulk drug substance and finished drug
product lots cannot be used beyond a certain date due to shelf-life expiration. If drug product is not sold before
expiration of the shelf-date or if raw materials are not consumed, then Roche may write off these inventories at a
significant expense to us. This would have a material adverse effect on our business, financial condition, results of
operations and the market price of our stock.

We have sustained operating losses since our inception, and these losses may continue.

As of December 31, 2005, our accumulated deficit since beginning our operations in January 1993 was
approximately $378.5 million. We had net losses of approximately $8.1 million in 2005, approximately $40.1 million
in 2004, and approximately $65.7 million in 2003. Since inception, we have spent our funds on our drug development
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efforts relating primarily to the development of Fuzeon and T-1249. If Fuzeon sales levels do not increase beyond th
current levels, we expect that we will incur losses for the foreseeable future and that these losses may increase as
continue our research and development, preclinical testing, clinical trial and regulatory approval efforts. Short-tes
periods of profitability may be observed but may not be sustainable over the near term. For example in the quan
ended December 31, 2005, the Company recognized $3.8 million in net income as a result of operations. Howev
there can be no assurance that we will become profitable on a sustained basis, even if we do achieve increased Fuze:
sales levels.

Any additional financing we obtain may result in dilution to our stockholders, restrictions on our operati
[flexibility or the transfer of particular rights to technologies or drug candidates.

If we raise funds by selling equity, equity-like instruments (including offering convertible preferred stock
convertible debt), we may dilute our stockholders’ percentage ownership interest in us. Any debt financings m:
contain restrictive terms that would limit our operating flexibility. Additionally, we may have to obtain funds throug
arrangements with collaborative partners. These partners may require us to relinquish rights to our technologies or dnt
candidates. Any of these forms of financing could materially and adversely affect our business, financial condition ar
results of operations.

Our business may require substantial additional capital, which we may not be able to obtain on commerciall
reasonable terms, we could be required to cut back or stop certain operations if we are unable to raise or obtai.
needed funding.

Our total cash, cash equivalents and short-term investments at December 31, 2005 was $36.9 million, down fror
$48.4 million at December 31, 2004. Our future capital requirements and level of expenses will depend upon numerou
factors, including the costs associated with:

* our research and development activities;
»  our administrative activities including business development, marketing and sales efforts;
» clinical trials, and

» the consummation of possible future acquisitions of technologies, products or businesses.

Our ability to continue investing in future products will depend on our cash position. We have undertaker
numerous measures to increase sales and increase operating efficiencies in order to slow our cash burn. While for the
fourth quarter of 2005 we were profitable, we can give no assurance that we will in fact operate profitably in the future.

If Roche does not meet its contractual obligations to us, our research and development efforts and the
regulatory approval and commercialization of our drug candidates could be delayed or otherwise materially and
adversely affected.

We have entered into an agreement with Roche to develop and market Fuzeon and T-1249, or a replacement
compound, worldwide, manufacture clinical and commercial quantities of these compounds, and help conduct our
clinical trials of these compounds. In addition to sharing with us the development expenses and profits for these
compounds in North America and paying us royalties on net sales of these compounds outside of those countries, the
agreement calls for Trimeris to receive up to $68 million in upfront and milestone payments, of which we have
achieved $28.3 million as of December 31, 2005. In addition, we have entered into a research agreement with Roche to
discover, develop and comimercialize other anti-HIV fusion inhibitor peptides. In February 2006, the joint research plan
under the agreement was renewed through December 31, 2006. Our reliance on Roche in connection with joint
research activities poses a number of risks, including the following:

* Roche has the right to terminate our development and license agreement, including its marketing provisions,
and terminate or not renew the research agreement, in each case as a whole or with respect to any particular
country or countries, at any time and from time to time in its sole discretion, even though we have a joint
management committee consisting of members from Roche and Trimeris that oversees the strategy for our
collaboration and research;
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* Roche may not devote sufficient resources to the research, development or marketing of Fuzeon, or any other
drugs that may be developed;

« Roche may not devote sufficient resources to manufacture Fuzeon in commercial quantities on a cost-effective
basis and with the requisite quality;

+ disagreements with Roche could lead to delays in or termination of the research, development or
commercialization of Fuzeon or future drug candidates, or result in litigation or arbitration;

* Roche may choose to devote fewer resources to the research, development and marketing of Fuzeon or our
future drug candidates than it does to drugs of its own development, or may choose to compete with us by
seeking, on its own or in collaboration with our competitors, alternate means of developing drug therapies for
the diseases we have targeted,;

* Roche has the right to establish or change the market prices of Fuzeon or any other drug candidates covered
by the Roche collaboration; '

+ disputes may arise in the future with respect to the ownership of rights to technology developed with Roche;
and

« Roche may be a party to mergers, acquisitions or other corporate transactions in the future that result in a
change in its business strategy relating to our collaboration.

If any of the foregoing occurs or if Roche otherwise fails to fulfill any of its obligations to us in accordance with
our agreements, our research and development efforts and clinical trials, and the regulatory approval and
commercialization of our drug candidates could be delayed or otherwise materially and adversely affected.

We also may rely from time to time on the services of other third parties in connection with our research and
development and clinical trial activities, including contract research organizations, manufacturers who produce clinical
amounts of our drug candidates, licensors, collaborators and others, The failure of any of these persons to perform their
obligations as agreed may also delay and otherwise adversely affect our research and development, clinical trial
activities and regulatory approval of our future drug candidates.

In order to become profitable we will need to maintain arrangements with third parties for the sale, marketing
and distribution of our current and future drug candidates or expend significant resources to develop these
capabilities.

We currently have insufficient internal resources to support and implement worldwide sales, marketing and
distribution of pharmaceuticals. We currently rely on Roche for the sales, marketing and distribution of Fuzeon and
plan to rely on Roche for these activities in connection with any other potential drug candidates covered by our
collaboration with Roche, in accordance with the marketing terms contained in our development and license agreement
with Roche. Roche may terminate this agreement at any time with advance notice. If Roche fails to adequately market
Fuzeon or our future drug candidates, if approved, we do not have the ability under our collaboration agreement to
establish our own sales, marketing or distribution capabilities. If Roche ceases to market Fuzeon or our future drug
candidates by terminating our agreement, and we were unable to reach agreement with one or more other marketing
partners, we would be required to develop internal sales, marketing and distribution capabilities. We may not be able to
establish cost-effective sales, marketing or distribution capabilities or make arrangements with third parties to perform
these activities on acceptable terms on a timely basis, if at all. This would have a material adverse effect on our
business, financial condition, results of operations and the market price of our stock.

Our agreement with Roche and any sales, marketing or distribution arrangements we establish with other parties
gives Roche, and may give those parties, significant control over important aspects of the commercialization of our
drugs, including:

* market identification;
*  marketing methods;

* pricing;

3
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» drug positioning;
« composition of sales force; and

* promotional activities.

We may not be able to control the amount or timing of resources that Roche or any third party may devote to ¢
drug candidates.

If sufficient amounts of Fuzeon or any other drugs we attempt to bring to market cannot be manufactured on
cost-effective basis, our financial condition and results of operations will be materially and adversely affected.

Peptide-based therapeutics are made from long chains of molecular building blocks called amino acids. Fuzeon
a large peptide composed of a precise 36-amino acid sequence. Large peptides are difficult and expensive
manufacture because the process of creating commercial quantities of a large peptide is lengthy and complicated. W
and Roche have selected Roche’s facility in Boulder, Colorado to manufacture commercial quantities of the builk drt
substance of Fuzeon. We and Roche have selected one of Roche’s manufacturing facilities to produce the finished drt
product from such bulk drug substance through a process involving lyophilization, or freeze-drying. The process Rocl
is currently using to manufacture Fuzeon bulk drug substance requires approximately five months to complete and
extremely complicated, requiring over 100 separate, precisely controlled chemical reactions. Roche is current]
manufacturing Fuzeon bulk drug substance on a commercial scale, and producing the finished drug product on
commercial scale. However, as a result of this complex manufacturing process, Roche may encounter unexpecte
difficulties or expense in manufacturing Fuzeon in the future.

In addition, if sales of Fuzeon do not increase, Roche could be forced to scale back manufacturing at the Boulde
facility to levels that are less than optimal. Diminished sales of Fuzeon will not allow us to achieve the economies ¢
scale that keep our costs of goods low. Any increase in costs of goods would, in turn, decrease our gross margin an
would have a material adverse effect on our business, financial condition, results of operations and the market price o
our stock.

We do not control the manufacturing and production schedule at Roche’s Boulder facility where Fuzeon i
manufactured and that we cannot ensure that significant costs associated with scheduling decisions will not b
incurred.

Roche manufactures Fuzeon bulk drug substance at their facility in Boulder, Colorado. Roche coordinates the
manufacture of Fuzeon with the balance of its manufacturing efforts. We do not have input into the manufacturing anc
production schedule at Roche, Boulder and Roche’s decisions in this area may result in significant additional cost anc
expense relating to the manufacture of Fuzeon.

We are currently in the process of finalizing an amendment to our research agreement with Roche that
addresses several significant issues related to the research and development of our next generation drug candidates
and we cannot guarantee that these negotiations will lead to a final agreement,

We are currently in discussions with Roche to attempt to clarify the responsibility of each of the parties with
respect to important rights and obligations under our research collaboration agreement including, issues related to
intellectual property, termination and the development of our next generation fusion inhibitors. In the event that a final
understanding regarding these items is not reached, we could be exposed to significant financial risk and expense for
which we had not previously expected to be responsible. This would have a material adverse effect on our business,
financial condition, results of operations and the market price of our stock.

If Roche does not re-new our current research agreement to discover, develop and commercialize novel peptide
fusion inhibitors, we may not be able to proceed with the development of our most promising drug candidates.

We have entered into an agreement with Roche to discover, develop and commercialize novel peptide fusion
inhibitors. This research agreement covers several of our most promising potential drug candidates. Annually, we and
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Roche adopt a plan that outlines which research activities will be carried out and how costs will be shared under the
agreement. However, prior to regulatory approval, either party has the option to decline to participate and share in the
development plan of a given drug candidate. If Roche chooses to decline to participate during 2006 or to not re-new the
research plan after 2006 when it expires, we may not be able to proceed with the development and/or
commercialization of these candidates due to both funding and intellectual property limitations.

We may not be able to effectively develop our drug pipeline.

The antiviral peptides and small molecules in our research programs will require extensive additional
development, testing and investment, as well as regulatory approvals, prior to commercialization. Our product research
and development efforts may not be successful. Our drug candidates may not enter preclinical, nonclinical or clinical
studies as, or when, anticipated or receive the required regulatory approvals. Moreover, our products, if introduced,
may not be commercially successful.

While we have made great progress in advancing our two lead peptide candidates into advanced pre-clinical
testing, many more levels of testing are required before a commercial product can be realized. The results of preclinical
and initial clinical trials of products under development by us are not necessarily predictive of results that will be
obtained from large-scale clinical testing. Clinical trials of products under development may not demonstrate the safety
and efficacy of such products or result in a marketable product. Findings in nonclinical studies conducted concurrently
with clinical studies could adversely impact the development of our products. In addition, the administration, alone or
in combination with other drugs, of any product developed by us may produce undesirable side effects in humans.

The failure to demonstrate adequately the safety and efficacy of a therapeutic drug under development could delay
or prevent regulatory approval of the product and could have a material adverse effect on us.

- We face intense competition in our efforts to develop commercially successful drugs in the biopharmaceutical
industry. If we are unable to compete successfully, our business will suffer.

We are engaged in sectors of the biopharmaceutical industry, including the treatment of HIV, that are intensely
competitive and change rapidly. We expect that new developments by other companies and academic institutions in the
areas in which we are conducting our research and development will continue at a rapid pace.

Fuzeon and our other drug candidates that are successfully developed will compete with numerous existing
therapies, as well as a significant number of drugs that are currently under development and will become available in
the future for the treatment of HIV. For example:

* Approximately 26 anti-HIV drugs are currently approved in the United States for the treatment of HIV,
including drugs produced by GlaxoSmithKline, Bristol-Myers Squibb, Gilead, Merck, Roche and Abbott
Laboratories. Only one of these currently-approved drugs, Fuzeon, is a viral fusion inhibitor.

¢« We believe that other companies may be currently engaged in research efforts to develop viral fusion
inhibitors. To our knowledge, none of these potentially competing drug candidates have entered human
clinical trials.

» Several companies, including Panacos, Progenics Pharmaceuticals, Pfizer, Schering-Plough, Tanox, Inc.,
Gilead, Merck, Roche, Bristol-Myers Squibb and GlaxoSmithKline, are in early stage human clinical trials
with anti-HIV drug candidates that target viral processes different from those targeted by currently approved
anti-HIV drugs, and different from the viral fusion process that our drug candidates target.

We expect to face intense and increasing competition in the future as these new drugs enter the market and
advanced technologies become available. We cannot assure you that existing or new drugs for the treatment of HIV
developed by our competitors will not be more effective, less expensive or more effectively marketed and sold than
Fuzecn or any other drug treatment that we may develop.

We are investing additional resources in attempting to optimize Fuzeon’s current product profile, ranging from
imprcved drug delivery and administration systems to evaluation of once-daily dosing with the current formulation of
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Fuzeon. We cannot assure you that any of these or other product optimization efforts, ranging from laborator
feasibility testing to clinical trials involving smaller gauge needles or needle-free delivery systems including tkt
Biojector B2000 system will be successful. The current sSNDA filing with FDA for approval of the B2000 systes
administration option for Fuzeon may or may not be successful over the next 1-3 years.

Many of our competitors have significantly greater financial, technical, human and other resources than we dt
Smaller companies may also prove to be significant competitors, particularly through collaborative arrangements wit
large pharmaceutical and biotechnology companies. Furthermore, academic institutions, governmental agencies an
other public and private research organizations are becoming increasingly aware of the value of their inventions for th
treatment of HIV and are more actively seeking to commercialize the technology they have developed.

We may not receive all necessary regulatory approvals for fuiure drug candidates or approvals may be delayed.

Our research and development activities and the testing, development, manufacturing and commercialization ¢
any future drug candidates is subject to regulation by numerous governmental authorities in the United States and, t
the extent that we may be engaged in activities outside of the United States, in other countries. The Federal Food, Dru,
and Cosmetic Act, the Public Health Service Act and other domestic and foreign statutes and regulations govern o
affect the testing, manufacture, safety, labeling, storage, record keeping, approval, advertising and promotion o
substances such as our drug candidates, as well as safe working conditions and the experimental use of animals. If ou
future drug candidates receive the regulatory approvals necessary for commercialization, we will be subject t
continuing regulatory obligations, such as the submission of safety reports and other post-market information
Noncompliance with any applicable regulatory requirements can result in refusal of the government to approve produc
license applications, criminal prosecution and fines, recall or seizure of drugs, total or partial suspension of production
prohibitions or limitations on the commercial sale of drugs or refusal to allow us to enter into supply contracts. Thi
FDA also has the authority to revoke product licenses and establishment licenses that it has previously granted.

A number of reasons, including those set forth below, may delay regulatory submissions for our drug candidates
cause us or our collaborators to cancel plans to submit proposed drug candidates for approval, or delay or preven
regulatory approval of proposed drug candidates:

¢ unanticipated preclinical testing or clinical trial results;

» changes in regulations, or the adoption of new regulations;

¢ unanticipated enforcement of existing regulations;

+ the imposition of additional conditions on marketing or commercialization;

* limitations on the indicated uses for which our drug candidates may be marketed;
» unexpected technological developments;

» developments by our competitors; and

* delay in manufacturing validation or scale-up.

The FDA may not accept our application to broaden the indication for Fuzeon administration or may requesi
additional studies, which could have an adverse effect on our stock price.

Currently our only significant source of revenue comes from the sale of Fuzeon. We believe that the method of
Fuzeon injection is a limiting factor in the acceptance of Fuzeon by patients and prescribing physicians. In order to
address patient and prescriber concerns we are attempting to develop alternative administration options for Fuzeon.
One such effort involves the Biojector 2000, or B2000, injection system, manufactured by Bioject Medical
Technologies Inc. The B2000 system is a needle-free CO2-powered injector that disperses liquid medication through
the skin. In May 2005, Roche, with the Company’s support, filed a supplemental new drug application, or SNDA, with
the U.S. Food and Drug Administration for inclusion of B2000 information about the needle-free injection device in
the Fuzeon labeling. In November 2005, the FDA issued an approvable letter for the Biojector 2000, requiring the
submission of additional data from the WAND clinical trial. We expect to provide the data from this trial to the FDA in
the second half of 2006.
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We cannot assure that the FDA will ever accept our data submission or that we will be successful in our attempts
to broaden the Fuzeon label to incorporate administration of Fuzeon with the B2000 need-free injector. The current
sNDA filing with FDA for approval of the B2000 system administration option for Fuzeon may or may not be
successful over the next 1-3 years.

HIV is likely to develop resistance to Fuzeon and any of our future drug candidates, which could adversely
affect demand for those drug candidates and harm our competitive position.

HIV is prone to genetic mutations that can praduce viral strains resistant to particular drug treatments. HIV has
developed resistance, in varying degrees, to each of the currently approved anti-HIV drug treatments, including
Fuzeon. As a result, combination therapy, or the prescribed use of three or more anti-HIV drugs, has become the
preferred method of treatment for HIV-infected patients, because in combination these drugs may prove effective
against strains of HIV that have become resistant to one or more drugs in the combination. In the clinical trials we have
conducted to date, HI'V has demonstrated the ability to develop resistance to Fuzeon, as it has with respect to all other
currently-marketed anti-HIV drugs. If HIV, in a wide patient population, in a short time period, develops resistance to
Fuzeon or our other drug candidates when used in combination therapy, it would adversely affect demand for those
drug candidates and harm our competitive position.

Qur business is based on a novel technology called fusion inhibition, and unexpected side effects or other
characteristics of this technology may delay or otherwise adversely affect the development, regulatory approval and/
or commercialization of our drug candidates.

The technology platform underlying our drug development program is novel because it is designed to discover
drug candidates that treat viral infection by preventing the virus from fusing to and entering host cells that viruses use
to reproduce themselves. Historically, anti-HIV therapy has primarily involved the inhibition of specific viral enzymes
that are necessary for HIV to replicate. We are not aware of any other approved anti-HIV pharmaceutical products that
target the inhibition of viral fusion. As a result, existing preclinical and clinical data on the safety and efficacy of this
technology are somewhat limited. Although the most common adverse side effect reported with respect to Fuzeon to
date has been mild to moderate local skin irritations at the site of injection, we may discover other unacceptable side
effects of our drug candidates, including side effects that may only become apparent after long-term exposure. We may
also encounter technological challenges relating to these technologies and applications in our research and
development programs that we may not be able to resolve. Any such unexpected side effects or technological
challenges may delay or otherwise adversely affect the development, regulatory approval and/or commercialization of]
our drug candidates.

We are dependent on the successful outcome of clinical trials for our drug candidates.

The FDA granted full approval for the commercial sale of Fuzeon in October 2004. We do not have any other
drug candidates that have received FDA or any other regulatory authority for approval of commercialization. In ordet
to obtain the regulatory approvals necessary to sell a drug candidate commercially, we must demonstrate to the FDA
and other applicable United States and foreign regulatory authorities that the drug candidate is safe and effective for
use in humans for each target indication. We attempt to demonstrate this through a lengthy and complex process of
preclinical testing and clinical trials, which typically takes a number of years. We also plan to do post-approval clinical
trials for Fuzeon to provide additional clinical data to aid Roche and our marketing efforts. Our success will depend or
the success of these clinical trials.

We cannot assure that the results of prior clinical trials will warrant further clinical trials or the submission of
NDAs for any potential drug candidates. We may not be able to demonstrate that potential drug candidates tha
appeared promising in preclinical testing and early clinical trials will be safe or effective in advanced clinical trials thaf
involve larger numbers of patients studied over longer durations. We may be required to redesign, delay or cancel our
preclinical testing and clinical trials for some or all of the following reasons, any of which may adversely affect our
results of operations:

» unanticipated adverse or ambiguous results from our preclinical testing or clinical trials;

* change in the focus of Roche;




» the inability to achieve an acceptable commercial formulation;
» undesirable side effects that delay or extend the trials;
« our inability to locate, recruit and qualify a sufficient number of patients for our trials;

« difficulties in manufacturing sufficient quantities at the requisite quality of the particular drug candidate o
any other components needed for our preclinical testing or clinical trials;

» regulatory delays or other regulatory actions;
» change in the focus of our development efforts; and

* re-evaluation of our clinical development strategy.

Given the uncertainty surrounding the clinical trial process, we may not be able to successfully develop,
commercialize and market Fuzeon or any of our other drug candidates, which would severely harm our business,
impair our ability to generate revenues and adversely affect our stock price.

Obtaining regulatory approvals and maintaining compliance with government regulations will entail
significant costs that could harm our ability to achieve profitability.

Due to uncertainties inherent in the clinical development and government regulatory approval process, we may
underestimate the cost and/or length of time associated with the development and commercialization of our drug
candidates. We will be required to expend significant resources to comply with regulations affecting research and
development, testing, manufacturing, marketing and commercialization activities for our drug candidates. We do not
separately track as an accounting item the amounts we spend to comply with regulatory requirements, but the majority
of our activities and expenditures to date, including our preclinical and clinical trial activities and expenditures, have
been undertaken directly or indirectly in order to comply with applicable governmental regulations. If compliance with
these regulations proves more costly than anticipated, our financial condition and results of operations could be
materially and adversely affected.

Failure to raise additional capital necessary to support our development programs and expand our operations
could lower our revenues and reduce our ability to compete.

We have incurred significant costs as a result of research and development, clinical trials, and the preparation and
submission of the Fuzeon NDA to the FDA. We have continued to incur significant expenditures related to the
manufacture, sale and marketing of Fuzeon. Under the current operating environment, excluding any extraordinary
items, based on current sales levels of Fuzeon, we expect that our existing capital resources, together with the interest
earned thereon, will be adequate to fund our current programs for at least the next 24 months. However, any reduction
in Fuzeon sales below currently expected levels or increase in expenditures beyond currently expected levels would
increase our capital requirements substantially beyond our current expectations. In the event Roche becomes unable or
unwilling to share future development expenses for Fuzeon or other compounds covered by our agreements, our capital
requirements would increase substantially beyond our current expectations. We have an ongoing program of business
development which may lead to the establishment of collaborative or licensing arrangements with third parties. In the
event we enter into additional agreements with third parties, our expenditures may be increased.

We have financed our activities primarily through public offerings and private placements of our common stock,
and we expect to continue to rely primarily on sales of our equity securities if we are required to raise additional funds
in the future. Our access to capital could be limited if we do not achieve continued progress in our research and
development programs, preclinical testing and clinical trials, and regulatory approvals for our product candidates. If we
fail to meet the clinical and financial expectations of securities analysts and investors, it could have a material adverse
effect on the market price of our common stock and restrict or eliminate our ab’ility to raise additional funds by selling
equity. We also could be limited by overall market conditions. The public capital markets in which our common stock
trades have been extremely volatile. Our failure to raise additional funds or to generate sufficient revenues to support
our operations would seriously harm our business.
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If we cannot maintain commercial manufacturing arrangements with third parties on acceptable terms, or if
these third parties do not perform as agreed, the commercial development of our drug candidates could be delayed
or otherwise materially and adversely affected.

We do not have any manufacturing experience, nor do we have any manufacturing facilities. We and Roche have
selected Roche’s facility in Boulder, Colorado to manufacture commercial quantities of the bulk drug substance of
Fuzeon. We and Roche have selected one of Roche’s manufacturing facilities to produce the finished drug product
from such bulk drug substance through a process involving lyophilization, or fréeze-drying. The manufacture of
pharmaceutical products requires significant expertise and capital investment. Moreover, under our agreement with
Roche, we are required to reimburse a portion of the expenses incurred by Roche in connection with its manufacture of
Fuzeon. Third-party manufacturers of pharmaceutical products often encounter difficulties in scaling up production,
including problems involving production yields, quality control and assurance, shortage of qualified personnel,
compliance with FDA regulations, production costs, and development of advanced manufacturing techniques and
process controls. Qur third-party manufacturers, including Roche, may not perform as agreed or may not remain in the
contract manufacturing business for the time required to successfully produce and market Fuzeon and our other drug
candidates. The number of third-party manufacturers with the expertise and facilities to manufacture bulk drug
substance of Fuzeon on a commercial scale is extremely limited. In addition, only a limited number of third party
manufacturers have the capability to produce a finished drug product on a commercial scale through a process
involving lyophilization.

Roche’s facility in Boulder, Colorado is the only facility manufacturing Fuzeon bulk drug substance. In the event
the intended manufacturing plan generates insufficient supplies of Fuzeon, or the Boulder facility ceases operation for
any reason, we do not have an alternate manufacturing plan in place at this time, and it would take a significant amount
of time to arrange for aiternative manufacturers. We do not have insurance to cover any shortages or other problems in
the manufacturing of Fuzeon or our other drug candidates. If our third-party manufacturers, including Roche, fail to
deliver the required commercial quantities of bulk drug substance or finished drug product on a timely basis and af
commercially reasonable prices, and we fail to promptly find one or more replacement manufacturers or develop ous
own manufacturing capabilities at a substantially equivalent cost and on a timely basis, the commercial development of
Fuzeon or our other drug candidates could be delayed or otherwise materially and adversely affected. Dependence
upon third parties for the manufacture of Fuzeon or our other drug candidates may harm our ability to develop and
deliver products on a timely and competitive basis.

If Roche or our manufacturing partners do not maintain good manufacturing practices, it could negativel)
impact our ability to obtain regulatory approvals and commercialize our drug candidates.

The FDA and other regulatory authorities must approve the facilities that will be used to manufacture commercial
quantities of our drug candidates before commencement of commercial sales. In addition, these authorities require that
our products be manufactured according to good manufacturing practice regulations. The failure by us, Roche or other
third- party manufacturers to maintain current good manufacturing practices compliance and/or our failure to increase
our manufacturing processes as needed to meet demand for our drugs could lead to refusal by the FDA to approve
marketing applications. Failure in either respect could also be the basis for action by the FDA to withdraw approvals
previously granted and for other regulatory action.

In addition, if we change the source or location of supply or modify the manufacturing process with respect to
Fuzeon or any of our other drug candidates, reguiatory authorities will require us to demonstrate that the product
produced by the new source or location or from the modified process is equivalent to the product used in any clinical
trials we have conducted. If we are unable to demonstrate this equivalence, we will be unable to manufacture produgts
from the new source or location of supply or use the modified process. As a result, we may incur substantial expenses
in order to ensure equivalence, and our ability to generate revenues may be harmed.

Our internal research programs and our efforts to obtain rights to new products from third parties may not
yield potential products for clinical development, which would adversely affect any future revenues.

Our long-term success depends in part on our ability to either identify through internal research programs, orjto
obtain through licenses from third parties, potential drug candidates that may be developed into new pharmaceutical
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products. A significant portion of the research that we have conducted and will conduct involves new and unprovi
technologies. Research' programs to identify drug candidates require substantial technical, financial and humu
resources, whether or not such programs identify any drug candidates. Our research programs may fail to yield dn
candidates for clinical development for a number of reasons, including:

» the research methodology used may not successfully identify potential drug candidates;

* potential drug candidates may on further study be shown to have unduly harmful side effects or characteristic
that indicate they are unlikely to be effective drugs;

* we may be unable to develop larger scale manufacturing methods for particular drug candidates that ar
efficient, cost-effective and capable of meeting stringent regulatory standards; and

+ others may hold intellectual property rights that prevent us from developing, making or selling certai
products.

We may be unable to obtain suitable drug candidates or products from third parties for a number of reasons
including:

* we may be unable to purchase or license such compounds on terms that would allow us to obtain an
appropriate return on our investment in the product;

* third parties may be unwilling to assign or license product rights to us if they believe such rights wouid allow
us to compete with them;

* we may be unable to identify suitable products or drug candidates within our areas of expertise; or

* drug candidates that we acquire may not be approved by regulatory authorities due to problems with their
safety or effectiveness.

If we are unable to develop suitable potential drug candidates through internal research programs or by obtaining
rights to new products from third parties, our future revenue growth will suffer.

We depend on patents and proprietary rights, which may offer only limited exclusive protection and do not
protect against infringement. If we are unable to protect our patents and proprietary rights, our assets and business
could be materially harmed.

Our success depends in part on our ability and the ability of our collaborators and licensors to obtain, maintain and
enforce patents and other proprietary rights for our drugs and technologies. Patent law relating to the scope of claims in
the biotechnology field in which we operate is still evolving and involves a great deal of uncertainty.

Although we own or exclusively license more than 40 issued United States patents, and numerous pending United
States patent applications, corresponding foreign patents and patent applications, including issued patents and patent
applications relating to Fuzeon, the issuance of a patent is not conclusive as to its validity or enforceability, and third
parties may challenge the validity or enforceability of our patents. We cannot assure how much protection, if any, our
patents will provide if we attempt to enforce them and/or if the patents are challenged in court or in other proceedings.
It is possible that a competitor may successfully challenge our patents or that challenges will result in limitations of
their coverage. In addition, the cost of litigation to uphold the validity of patents can be substantial. If we are
unsuccessful in such litigation, third parties may be able to use our patented technologies without paying licensing fees
or royalties to us. Further, we cannot assure that our pending patent applications will result in issued patents. Because
U.S. patent applications may be maintained in secrecy until a patent issues or is otherwise published, we cannot assure
that others have not filed patent applications for technology covered by our pending applications. Moreover, we cannot
assure that we were the first to invent the technology, which, under U.S. patent law, is a prerequisite to obtaining patent
coverage. In the event that a third party has also filed a U.S. patent application on the technology, we may have to
participate in interference proceedings declared by the U.S. Patent and Trademark Office to determine priority of
invention, i.e., which party was the first to invent. The costs of these proceedings can be substantial, and it is possible
that such efforts would be unsuccessful, resulting in a loss of our U.S. patent position.
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Moreover, competitors may infringe our patents or successfully avoid them through design innovation. To prevent
infringement or unauthorized use, we may need to file infringement claims. Such proceedings are expensive and time-
consuming. In addition, in an infringement proceeding, a court may decide that a patent of ours is not valid or
enforceable or may refuse to stop the other party from using the technology at issue on the grounds that its technology
is not covered by our patents. Policing unauthorized use of our intellectual property is difficult, and we cannot assure
you that we will be able to prevent infringement or misappropriation of our proprietary rights, particularly in countries
where the laws may not protect such rights as fully as in the United States.

Recently, several generic drug-makers in countries such as India have offered to sell HIV drugs currently
protected under United States patents to patients in Africa at prices significantly below those offered by the drugs’
patent holders in other countries. There is a risk that these drugs produced by the generic drug-makers could be
illegally made or imported into the United States and other countries at prices below those charged by the drugs’ patent
holders. If any of these actions occur with respect to our drugs, it could limit the amount we could charge for our drugs.

In addition to our patented technology, we also rely on unpatented technology, trade secrets and confidential
information. We may not be able to effectively protect our rights to this technology or information. Other parties may
independently develop substantially equivalent information and techniques or otherwise gain access to or disclose our
technology. We require each of our employees, consultants and corporate partners to execute a confidentiality
agreement at the commencement of an employment, consulting or collaborative relationship with us. However, these
agreements may not provide effective protection of our technology or information or, in the event of unauthorized use
or disclosure, they may not provide adequate remedies.

The occurrence of any of these risks could have a material adverse effect on our business, financial condition,
resulits of operations and market price of our stock.

The intellectual property of our competitors or other third parties may prevent us from developing or
commercializing our drug candidates.

Other companies, universities and research institutions conduct research and development efforts in market
segments, including viral fusion inhibition and the treatment of HIV infection, where we and our collaborators focus
research and development activities. While we are not aware of any patents held by these third parties that we believe
will limit our ability to use, manufacture, market or sell Fuzeon or our potential drug candidates, these third parties
may have obtained or may obtain patents that do so. We cannot assure that third parties will not assert patent
infringement or other intellectual property claims against us or our collaborators with respect to technologies used in
Fuzeon or our potential drug candidates. Any claims that might be brought against us relating to infringement of third
party patents may cause us to incur significant expenses and, if successfully asserted against us, may cause us to pay
substantial damages. Even if we were to prevail, any litigation could be costly and time-consuming and could divert the
attention of our management and key personnel from our drug development and commercialization efforts or other
business operations. As a result of a patent infringement suit brought against us, we may have to cease or delay
development activities, unless that party is willing to grant us rights to use its intellectual property. Thus we may have
to obtain licenses from other parties before we could continue using, manufacturing, marketing or selling our potential
drugs. Those licenses may not be available on commercially acceptable terms, if at all. If we do not obtain required
licenses, we may not be able to market our potential drugs at all or we may encounter significant delays in drug
development while we redesign potentially infringing drugs or methods.

Uncertainty relating to third -party reimbursement and health care reform measures could limit the amount we
will be able to charge for our drugs and adversely affect our results of operations.

In the United States and elsewhere, sales of prescription drugs depend, in part, on the consumer’s ability to obtain
reimbursement for the cost of the drugs from third-party payors, such as private and government insurance programs.
Third-party payors are increasingly challenging the prices charged for medical products and services in an effort to
promote cost containment measures and alternative health care delivery systems. Because of the high cost of the
treatment of HIV, many state legislatures are also reassessing reimbursement policies for this therapy. If third-party
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payor reimbursements for Fuzeon or any of our other drug candidates that we commercialize are not available or a
not available at a level that will allow us or our current or future collaborative partners to sell these drugs on
competitive basis, our results of operations will be materially and adversely affected. In addition, emphasis in ti
United States on the reduction of the overall costs of health care through managed care has increased and will contint
to increase the pressure to reduce the prices of pharmaceutical products. The announcement and/or adoption of the:
types of proposals or efforts could also materially and adversely affect our business, because the amount of revent
that we may potentially be able to generate in the future for Fuzeon or any of our other drug candidates could affect ¢
investor’s decision to invest in us, the amount of funds we decide to spend now on our development and clinical tri:
efforts, and/or our decision to seek regulatory approval for certain drug candidates.

The WAC of a one year’s supply of Fuzeon in the United States is approximately $22,200. A high drug pric
could also limit our ability to receive reimbursement coverage for our drugs from third-party payors, such as private ¢
government insurance programs. If Roche is unable to obtain and maintain reimbursement from a significant numbe
of third-party payors, it would have a material adverse effect on our business, financial condition and results ¢
operations.

Roche has made significant progress in achieving reimbursement from the various payors in the United State:
Currently Fuzeon is covered by Medicaid in all 50 states, 43 of the state and territorial AIDS Drug Assistanc
Programs, or ADAPs, and a majority of private insurers. However there are reimbursement challenges remaining
Some of the payors require patients to meet minimum medical requirements, such as CD4 cell levels, to receiv:
reimbursement. Other payors limit the number of patients that they will provide reimbursement for Fuzeon, and othe
payors may require co-payments by the patient in order to receive reimbursement for Fuzeon that are significantl:
higher than those required for other anti-HIV drugs. We and Roche will continue to actively address these issues durin]
2006.

Several major pharmaceutical companies have offered to sell their anti-HIV drugs at or below cost to certair
countries in Africa, which could adversely affect the reimbursement climate, and the prices that may be charged, fo:
HIV medications in the United States and the rest of the world. Third-party payors could exert pressure for price
reductions in the United States and the rest of the world based on these offers to Africa. This price pressure could limi
the amount that we would be able to charge for our drugs.

If an accident or injury involving hazardous materials occurs, we could incur fines or liability, which coula
materially and adversely affect our business and our reputation.

In our drug development programs, we use hazardous materials that are subject to government regulations,
including chemicals, radioactive compounds and infectious disease agents, such as viruses and HIV-infected blood. We
believe that our handling and disposal of these materials comply with the standards prescribed by state and federal
regulations, but we cannot completely eliminate the risk of contamination or injury from these materials. If we fail to
comply with these regulations or if a contamination, injury or other accident occurs in connection with our
development activities, we could be held liable for any damages or penalized with fines. Although our general liability
insurance coverage may cover some of these liabilities, the amount of the liability and fines could exceed our
resources. We currently maintain general liability insurance coverage in the amount of approximately $1 million per
occurrence and $2 million in the aggregate. However, insurance coverage is becoming increasingly expensive and we
may not be able to maintain insurance coverage at a reasonable cost or in sufficient amounts to protect us against
potential liabilities.

If the testing or use of our drug candidates harms people, we could face costly and damaging product liability
claims far in excess of our liability and indemnification coverage.

Our business exposes us to potential product liability risks that are inherent in the testing, manufacturing and
marketing of pharmaceutical products, such as undesirable side effects or injury during clinical trials. In addition, the
use in our clinical trials of drugs that we or our potential collaborators may develop and the subsequent sale of these
drugs by us or our potential collaborators may expose us to liability risks relating to these drugs.
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We have obtained an advanced medical technology policy which includes limited product liability insurance
coverage for our clinical trials in the amount of $10.0 million per occurrence and $10.0 million in the aggregate.
However, insurance coverage is becoming increasingly expensive and we may not be able to maintain insurance
coverage at a reasonable cost or in sufficient amounts to protect us against potential liabilities. We intend to expand our
insurance coverage to include the sale of commercial products if we obtain marketing approval for drug candidates in
development, but we cannot assure you that we will be able to obtain or maintain adequate product liability insurance
on acceptable terms, if at all, or that such insurance will provide adequate coverage against our potential liabilities.
Furthermore, our collaborators or licensees may not be willing to indemnify us against these types of liabilities and
may not themselves be sufficiently insured or have a net worth sufficient to satisfy any product liability claims. Claims
or losses in excess of any product liability insurance coverage or indemnification payments that may be obtained by us
could have a material adverse effect on our financial condition.

Our quarterly operating results are subject to fluctuations. If our operating results for a particular period
deviate from the levels expected by securities analysts and investors, it could adversely affect the market price of our
common stock.

Our operating results are likely to fluctuate over time, due to a number of factors, many of which are outside of
our control. Some of these factors include:

» the market acceptance and sales levels for Fuzeon;

« the status and progress of our collaborative agreement with Roche;

» the status of our research and development activities;

* the progress of our drug candidates through preclinical testing and clinical trials;
» the timing of regulatory actions;

* our ability to establish manufacturing, sales, marketing and distribution capabilities, either internally or
through relationships with third parties;

+ technological and other changes in the competitive landscape;

« changes in our existing or future research and development relationships and strategic alliances; and

e the commercial viability of Fuzeon or our other drug candidates.

As a result, we believe that comparing our results of operations for one period against another period is not
necessarily meaningful, and you should not rely on our results of operations in prior periods as an indication of our

future performance. If our results of operations for a period deviate from the levels expected by securities analysts and
investors, it could adversely affect the market price of our common stock.

If we lose any of our executive management or other key employees, we will have difficulty replacing them. If
we cannot attract and retain qualified personnel on acceptable terms, the development of our drug candidates and
our financial position may suffer.

Because our business is very science-oriented and relies considerably on individual skill and experience in the
research, development and testing of our drug candidates, we depend heavily on members of our senior management
and scientific staff. We have entered into employment agreements with Steven D. Skolsky, our Chief Executive
Officer, Dani Bolognesi, our Chief Scientific Officer and Robert R. Bonczek, our Chief Financial Officer and General
Counsel. Each of these agreements is automatically renewed, subject to termination by either of the parties. We have
entered into employment agreements with all employees that are at the level of Vice President or above. These
agreements have a term of one year and are renewable at the Company’s option.

Future recruitment and retention of management personnel and qualified scientific personnel is also critical to our
success. We cannot assure you that we will successfully attract and retain sufficient numbers of qualified personnel on
acceptable terms given the competition among biotechnology, pharmaceutical and health care companies, universities
and non-profit research institutions for experienced management personnel and scientists. If we cannot attract and
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retain a sufficient number of qualified personnel or if a significant number of our key employees depart, our dru
development efforts and the timing and success of our clinical trials may be materially and adversely affected. Even
we do hire and retain a sufficient number of qualified employees, the expense necessary to compensate them ma
adversely affect our operating results. In addition, we rely on scientific advisors and other consultants to assist us i
formulating our research and development strategy. These consultants are employed by other parties and may hav
commitments to, or advisory or consulting agreements with, other entities, which may limit their availability to us.

If we are unable to meet or maintain the standards for maintaining internal controls over financial reportin,
as required by the Sarbanes-Oxley Act of 2002, our stock price could be materially harmed.

The Sarbanes-Oxley Act requires that we maintain effective internal controls over financial reporting an
disclosure controls and procedures. Among other things, we must perform system and process evaluation and testing o
our internal controls over financial reporting to allow management to report on, and our independent registered publi.
accounting firm to attest to, our internal controls over financial reporting, as required by Section 404 of the Sarbanes
Oxley Act. Our compliance with Section 404 has required and will continue to require that we incur substantia
accounting expense and expend significant management efforts. In future years our testing, or the subsequent testing b
our independent registered public accounting firm, may reveal deficiencies in our internal controls that we would b
required to remediate in a timely manner so as to be able to comply with the requirements of Section 404 each year. |
we are not able to comply with the requirements of Section 404 in a timely manner each year, we could be subject tc
sanctions or investigations by the SEC, the Nasdaq National Market or other regulatory authorities which woult
require additional financial and management resources and could adversely affect the market price of our commor
stock.

We rely on our collaborative partner Roche to timely deliver important financial information relating to
Fuzeon sales and expenses. In the event that this infermation is inaccurate, incomplete or not timely we will not be
able to meet our financial reporting obligations as required by the SEC.

We and Roche have entered into a collaboration for the development and commercialization of certain therapeutic
peptides for the treatment of HIV. Through this collaboration, the companies have successfully developed and brought
to market the first viral fusion inhibitor for the treatment of HIV, Fuzeon. Under our collaboration agreement, Roche
has significant control over the sale and distribution of Fuzeon to wholesalers. Roche sets the price of Fuzeon to
wholesalers, along with any rebates and incentives, and the terms of any returns. Roche records all sales of Fuzeon.

As such, Roche has exclusive control over the flow of important information relating to the sale of Fuzeon that we
require in order to timely and accurately report in our SEC filings. In addition, pursuant to Section 404 of the Sarbanes-
Oxley Act we are required to maintain effective internal controls over financial reporting and disclosure controls and
procedures. Roche endeavors to provide us with timely and accurate financial data related to the sale of Fuzeon so that
we may meet our reporting requirements under federal securities laws. In the event that Roche fails to provide us with
timely and accurate information, we may incur significant liability with respect to the federal securities laws, our
disclosure controls and procedures under Sarbanes-Oxley and possibly be forced to restate our financials any of which
could adversely affect the market price of our common stock.

Our charter requires us to indemnify our officers and directors to the fullest extent permitted by law, which
obligates us to make substantial payments and to ircur significant insurance-related expenses.

Our charter requires that we indemnify our directors and officers to the fullest extent permitted by Delaware
corporate law. This could require us, with some legally prescribed exceptions, to indemnify our directors and officers
against any and all expenses, judgments, penalties, fines and amounts reasonably paid in defense or settlement of an
action, suit or proceeding brought against any of them by reason of the fact that he or she is or was a director or officer
of Trimeris. In addition, expenses incurred by a director or officer in defending any such action, suit or proceeding
must be paid by us in advance of the final disposition of that action, suit or proceeding if we receive an undertaking by
the director or officer to repay us if it is ultimately determined that he or she is not entitled to be indemnified. We have
also entered into indemnification agreements with each of our directors and executive officers. In furtherance of these

30




obligations, we maintain directors’ and officers’ insurance in the amount of $40 million. Our policies expire in October
2006. For future renewals, if we are able to retain coverage, we may be required to pay a higher premium for our
directors’ and officers’ insurance than in the past and/or the amount of our insurance coverage may be decreased.

We are controlled by our management and other related parties.

As of January 1, 2006, our directors, executive officers and their affiliates beneficially owned approximately 20%
of our issued and outstanding common stock. Accordingly, they collectively have substantial influence in the election
of our directors and significant control over our management, business and policies. In addition, they may delay or
prevent a transaction in which stockholders might receive a premium over the prevailing market price for their shares.
They may exercise this influence in a manner that advances their best interests and not necessarily those of other
stockholders

Available Information

We maintain a website on the World Wide Web at www.trimeris.com. We make available, free of charge, on our
website our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of
1934, as amended, as soon as reasonably practicable after such reports are electronically filed with, or furnished to, the
SEC. Our reports filed with, or fornished to, the SEC are also available at the SEC’s website at www.sec.gov.

ITEM 1B. UNRESOLVED STAFF COMMENTS.

None.

ITEM 2. PROPERTIES

We lease approximately 61,000 square feet of laboratory and office space at 3500 Paramount Parkway,
Morrisville, North Carolina. We lease this space under a sublease agreement that expires on January 23, 2015. Wi
believe that there will be suitable facilities available should additional space be needed.

AU}

ITEM 3. LEGAL PROCEEDINGS

‘We are not a party to any material legal proceedings as of the date of this Annual Report on Form 10-K.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitied to a vote of security holders during the fourth quarter of 2005.

31




PART IL

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS,
AND ISSUER PURCHASES OF EQUITY SECURITIES

Our common stock has traded on the Nasdaq National Market System under the Nasdaq symbol “TRMS” since
our initial public offering at $12.00 per share was consummated on October 7, 1997. We have not paid cash dividends
in the past and none are expected to be paid in the foreseeable future. As of March 6, 2006, we had approximately 124
stockholders of record. The following table sets forth the high and low bid prices for our common stock for the period
indicated as reported on the Nasdaq National Market System. Such quotations reflect inter-dealer prices without
mark-up, mark-down or commissions and may not necessarily represent actual transactions.

Year ended December 31,

2005 2004
High Low High Low
ISt QUATIEr . ..o ettt $14.86  $11.19 $2135 $14.14
20d QUATTET .. oottt $11.89 % 9.65 $16.60 $13.06
Brd QUATEr . ...t e $1545 $ 982 $1554 $10.58
AthQUATTET . ..o ittt s $15.79 $1090 $16.16 $10.89
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ITEM 6. SELECTED FINANCIAL DATA
SELECTED FINANCIAL DATA
(in thousands, except per share data)

The selected financial data below is taken from the audited financial statements of the Company, which are
included elsewhere in this Annual Report on Form 10-K, or from audited financial statements not included in this
Annual Report on Form 10-K. Please read the financial statements and notes and “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” while reading this selected financial data.

For the Years Ended December 31,
2005 2004 2003 2002 2001
Statements of Operations Data:
Revenue:

MileStone revenue ............uireiiiinenniiiia. ., $ 1,722 $ 2,152 $ 2964 $ 1,133 $ 1,304

Royaltyrevenue .......... ... ... ... .o i, 8,784 4,556 755 — —

Collaboration income (108S) .. ......oiviiienenenen .. 8,553 (16,125) (25,515) — —
Total revenue and collaboration income (loss) ................. 19,059 9,417) (21,796) 1,133 1,304
Operating expenses:

Marketing €XPENSe . ... vvvii e — — — 16,722 3,825

Research and development:

Non-cash compensation ..................... ... ... 418 159 (1) 250 (969)

Other research and development expense ............. 17,856 21,154 36,824 50,976 59,409
Total research and developmentexpense . ..................... 18,274 21,313 36,823 51,226 58,440
General and administrative:

Non-cash compensation ............. ... ........... 450 311 767 1,645 1,905

Other general and administrative expense ............. 8,986 9,840 7,810 9,340 8,048
Total general and administrative expense ..................... 9,436 10,151 8,577 10,985 9,953
Total Operating EXPEnSES .. ... vvvu e er et e e 27,710 31,464 45,400 78,933 72,218
Operating 1oss .. ... .o i (8,651) (40,881) (67.196) (77,800) (70,914
Other income (expense):

Interestincome ... ... ...t ir it e 1,300 953 1,534 2,230 4,362

Net loss on disposal of equipment ....................... ® — — — —

Interest Xpense ...........iiii it (746) (160) 41) (108) (189

Total other income (expense) .. .......... ... ..., 545 793 1,493 2,122 4,173
NEEIOSS & o oot e e e e $ (8,106) $ (40,088) $ (65,703) $ (75.678) $ (66,741
Basic and diluted net loss pershare (1) ....................... $ ©37) $ (186 $ (3.06) $ (393 3 (3.965
Weighted average shares used in computing basis net loss per

share (1) ..o 21,736 21,608 21,460 19,272 16,870
Balance Sheet Data:
Cash and cash equivalents and investment

securities—available-for-sale . ........... ... . ..ol $ 36,889 § 48,402 $ 92,198 $ 149,182 § 74,800
Working capital .. ......c..iiii e 40,733 49,204 75,741 128,389 51,63(?
Total @ssets . ... vt e 60,142 64,820 98,600 154,539 80,644
Long-term notes payable and capital lease obligations, less current

installments . .. ... L — — — 321 1,014
Accumulated deficit .. ... ... . i (378,470) (370,364) (330,276) (264,573) (188,89%)
Total stockholders’ equity ........... ..o 24,373 30,346 68,668 130,127 53,494
(1) Computed on the basis described in Note 1 to Financial Statements.
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Selected Quarterly Financial Data
(in thousands, except per share data)

(unaudited)
Q1 2005 Q2 2005 Q32005 Q4200
Statements of Operations Data:
Revenue:
MIIESIONE TEVEIUE . . .\ ottt et et ettt et e et et et et e e $ 431 $§ 430 § 431 % 43
Royalty revenuie ... ... ... 1,761 2,642 1,886 2,49
Collaboration income (108SS) ... .ottt ittt e it (36) 1,313 2,243 5 03
Total revenue and collaboration income (I0SS) .. ...t i i inen 2,156 4,385 4,560 7,95
Operating expenses:
Research and development:
Non-cash compensation ................c.uuiiiiinrieeiniainnnn.n 109 99 111 9
Other research and developmentexpense ............................ 5,347 5,050 5,323 2,13
Total research and development expense ............. ... ... .. ... ... ... 5,456 5,149 5,434 2,23!
General and administrative:
Non-cash compensation .............. ...t 111 112 113 11¢
Other general and administrative eXpense . .............ueveneenrn 2,200 2,317 2,442 2,027
Total general and administrative eXPense . . .. oo v v vttt vt et ia e cne e 2,311 2,429 2,555 2,14]
Total Operating EXpPenSes . . .. . ..ottt et e e e 7.767 7,578 7,989 4,37¢
Operating income (10S8) . ... ... i (5,611) (3,193)  (3,429) 3,582
Other income (expense):
INterest iNCOME . . ... ot e e e e 272 318 332 378
Net gain (loss) on disposal of equipment .......... . .. ... o il — 6 (16) 1
INEETESE @XPEINSE . . . oo vt ettt et e e e (183) (185) (188) (190
Total other income (BXPENSE) . .....coivrtiri i 89 139 128 189
Netincome (J0SS) . ..ottt e e e e e $ (5,522) $ (3,054) $(3,301) $ 3,771
Basic netincome (loss) pershare (1) ... ... oottt $ (025 % ©.14) $ (0.15 % 017
Diluted net income (loss) pershare (1) .. ... vvt vttt i $ (025 $ (014 $ (015 $ 017
Weighted average shares used in basic per share computations (1) ................ 21,710 21,727 21,740 21,764
Weighted average shares used in diluted per share computations (1) .............. 21,710 20,727 21,740 22,077
Q12004 Q22004 Q32004 Q42004
Statements of Operations Data:
Revenue:
MileStone rEVENUE . . ..ttt ettt ettt i s $ 526 $ 534 $ 546 § 546
Royalty revenue . ... .. ... .. i e 801 1,109 1,207 1,439
Collaboration JOSS . . oo\ttt et e e e e (2,546) (9,850) (2,280) (1,449)
Total revenue and collaboration 10sS . . .. .. ... .t (1,219) (8,207) 527 536
Operating expenses:
Research and development:
Non-cash compensation . ..............ieiiiireiineennenne.. (51 2) 109 103
Other research and development expense .................ovuunnnn.. 6,300 5,382 5,360 4,112
Total research and development eXpense ... ...........oveuirivnninnunennnns 6,249 5,380 5,469 4,215
General and administrative:
Non-cash compensation . ............c..oeiuinimiiunenennanennna.. — 12 146 153
Other general and administrative expense ........................... 2,666 2,818 2,344 2,012
Total general and administrative eXpense . ............coovuveininnniianen. .. 2,666 2,830 2,490 2,165
Total OPerating EXPENSES . . . . oottt vttt ettt e 8,915 8,210 7,959 6,380
Operating 1088 . ..ottt e (10,134)  (16,417)  (8,486)  (5,844)
Other income (expense):
INEEreSt iNCOME . . . oottt e et et e e e 261 199 254 239
Interest eXPemse . . . . ..ottt e e e e 3) (2) 43) (112)
Total other income (EXPENSE) . .. ..ttt 258 197 211 127
L 0SS« v ottt et e e e e e $ (9,876) $(16,220) $(8,275) $(5,717)
Basic and diluted net loss pershare (1) . ... .ot e $ (046) $ (075 3% (038 $ (0.27)
Weighted average shares used in per share computations (1) .................. ... 21,582 21,610 21,617 21,625

(1) Comput Futed on the basis described in Note 1 to Financial Statements. The sum of quarterly net loss per share amounts may not

equal the net loss per share for the year due to the effects of rounding.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

This discussion of our financial condition and results of operations should be read together with the financial
statements and notes contained elsewhere in this Annual Report on Form 10-K. Certain statements in this section and
other sections are forward-looking. While we believe these statements are accurate, our business is dependent on many
factors, some of which are discussed in the “Risk Factors” and “Business” sections of this Annual Report on Form
10-K. Many of these factors are beyond our control and any of these and other factors could cause actual clinical and
financial results to differ materially from the forward-looking statements made in this Annual Report on Form 10-K.
The results of our previous clinical trials are not necessarily indicative of the results of future clinical trials. Please read
the “Risk Factors” section in this Annual Report on Form 10-K. We undertake no obligation to release publicly the
results of any revisions to the statements contained in this report to reflect events or circumstances that occur
subsequent to the date of this Annual Report on Form 10-K.

OVERVIEW

Trimeris is a biopharmaceutical company engaged in the discovery, development and commercialization of novel
therapeutic agents for the treatment of viral disease. The core technology platform of fusion inhibition is based on
blocking viral entry into host cells. Fuzeon, approved in the U.S., Canada and European Union, is the first in a new
class of anti-HIV drugs called fusion inhibitors. Trimeris is developing Fuzeon and future generations of peptide fusion
inhibitors in collaboration with F. Hoffmann-La Roche Ltd, or “Roche.”

In order to enhance our performance management is addressing several critical success factors. These critical
success factors are broken down into short-term and mid- to long-term.

Short — Term Critical Success Factors and Initiatives:

Work to increase the market acceptance of Fuzeon: Fuzeon is delivered twice daily through subcutaneous
injections. Injection site reactions are the most common adverse event associated with the use of Fuzeon. Management
believes that aversion to twice daily injections and the potential for injection site reactions are the primary impediments
to increasing the market acceptance of Fuzeon. We, together with Roche, are working on several initiatives to increase
the market penetration of Fuzeon including:

» Development of alternative delivery methods aimed at improving acceptance of subcutaneous injections and
reducing injection site reactions;

» Nursing and other patient support programs to help facilitate successful therapy initiation, on-going patien
self-administration, and persistency on Fuzeon; and

¢ Medical education and promotional programs focusing on the appropriate use of Fuzeon for three clas
experienced patients (patients that have been exposed to drugs from the three other anti-HIV classes) wh
have ongoing viral replication.

Focusing our research and development efforts:  We, together with our partner Roche, are currently researching
several promising anti-viral peptides. In January 2006, two peptides were selected for advanced pre-clinical studies and
possible further research to be conducted during 2006. The results of these pre-clinical studies will determine hov
rapidly we move towards naming a clinical candidate.

Managing our resources and liquidity: We ended 2005 with $36.9 million in cash, cash equivalents and
investment securities—available-for-sale. Under the current operating environment, excluding any extraordinary items,
based on expected sales levels of Fuzeon, we believe that this will be sufficient to support our operations for at least the
next 24 months. We will continue to evaluate opportunities to increase our liquidity. We will also continue to look for
opportunities to increase our operational effectiveness.

Our people: Our people are very important to the operation of our business. Our success depends on the
continued services and on the performance of our senior management and staff. Our mission is to create value for
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patients, caregivers, employees and stockholders by discovering, developing and commercializing novel medicines tha
save and improve lives. We endeavor to create a culture which values creativity, achievement, teamwork, integrity anc
excellence.

Mid- to Long-Term Critical Success Factors and Initiatives:

Enhance development of our product pipeline: 'The focus on our next generation peptide, as mentioned above, i
one aspect to the development of our pipeline. We will also look to our internal research programs and our external
business development efforts to strengthen our pipeline primarily through acquisitions and in-licensing of research
programs, clinical stage products and currently marketed products.

Overview of Roche Relationship
The Development and License Agreement

In July 1999, the Company entered into a worldwide agreement with F. Hoffman-La Roche Ltd., or Roche, to
develop and commercialize T-20, currently marketed as Fuzeon, whose generic name is enfuvirtide, and T-1249, or a
replacement compound. While the Company’s development agreement with Roche covers the commercialization of
Fuzeon, T-1249 or a replacement product, to date only Fuzeon is commercially available.

This agreement with Roche grants them an exclusive, worldwide license for Fuzeon and T-1249, and certain other
compounds. Under this agreement with Roche, a joint management committee consisting of members from Trimeris
and Roche oversees the strategy for the collaboration. Roche may terminate its license for a particular country in its
sole discretion with advance notice. This agreement with Roche gives Roche significant control over important aspects
of the commercialization of Fuzeon and our other drug candidates, including but not limited to pricing, sales force
activities, and promotional activities.

Upon signing of the collaboration agreement, the Company granted Roche a warrant to purchase 362,000 shares
of common stock at a purchase price of $20.72 per share. The warrant is exercisable prior to the tenth annual
anniversary of the grant date and was not exercised as of December 31, 2005. The fair value of the warrant of $5.4
million was credited to additional paid-in capital in 1999, and as a reduction of the $10.0 million up-front payment
received from Roche. The Company deferred $4.6 million, the net of the $10.0 million up-front payment and the $5.4
million in warrants, over the research and development period. The value was calculated using the Black-Scholes
option-pricing model using the following assumptions: estimated dividend yield of 0%; expected stock price volatility
of 86.00%; risk-free interest rate of 5.20%; and expected option life of ten years.

Roche made a nonrefundabie initial cash payment to the Company of $10.0 million during 1999, and a milestone
payment of $2.0 million in 2000. The Company recorded an $8.0 million milestone in March 2003, a $5.0 million
milestone in May 2003, a $2.5 million milestone in June 2003 and a $750,000 milestone in June 2004. Roche will
provide up to an additional $33.0 million in cash upon achievement of developmental, regulatory and commercial
milestones.

Collaboration Income and Loss

Currently, our only significant source of revenue is from the sale of Fuzeon. Gross profit and royalty revenue from
the sale of Fuzeon exceeded the selling, marketing and other charges for the year ended December 31, 2005, resulting
in positive cash flow from the collaboration agreement. Selling, marketing and other charges in the United States and
Canada exceeded the gross profit and royalty revenue from the sale of Fuzeon during the years ended December 31,
2004 and 2003, resulting in negative cash flow from the collaboration agreement.

Product sales of Fuzeon began in the United States on March 27, 2003 and are recorded by Roche. Under the
collaboration agreement with Roche, the Company shares gross profits equally from the sale of Fuzeon in the United
States and Canada with Roche, which is reported as collaboration income (loss) in the Statements of Operations as a
component of revenue. Collaboration income (loss) is calculated as follows: Total gross sales of Fuzeon in the United
States and Canada is reduced by any discounts, returns or rebates resulting in total net sales. Net sales are reduced by
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costs of goods sold resulting in gross profit. Gross profit is reduced by selling, marketing and other expenses related to
the sale of Fuzeon, resulting in operating income or loss. The Company’s share of the operating income or loss is
reported as collaboration income or loss as a component of revenue,

Roche previously had an exclusive distribution arrangement with Bioscrip, Inc. (“Bioscrip™), formerly known as
Chronimed, Inc., to distribute Fuzeon in the United States during 2003. This exclusive arrangement terminated on
April 26, 2004, Effective April 26, 2004, Fuzeon became available through retail and specialty pharmacies across the
United States. Prior to April 26, 2004, revenue from product sales had been recognized when title and risk of loss had
passed to Bioscrip, which was when Bioscrip allocated drug for shipment to a patient. Since April 26, 2004, revenue is
recognized when Roche ships drug and title and risk of loss passes to wholesalers.

We receive royalties on sales of Fuzeon in countries outside of the United States and Canada. Roche is responsible
for all activities related to Fuzeon outside of the United States and Canada, including regulatory, manufacturing, sales
and distribution, We receive a quarterly royalty report from Roche that summarizes these sales and the royalty amounts
due to Trimeris.

It is important to recognize that Roche is responsible for the manufacture, sales, marketing and distribution of
Fuzeon. Roche is manufacturing bulk quantities of Fuzeon drug substance in its Boulder, Colorado facility and is
producing finished drug product from bulk drug substance at another Roche facility. The finished drug product is then
shipped to another Roche facility for distribution. Roche’s sales force is responsible for selling Fuzeon. Under our
collaboration agreement, we do not have the ability or rights to co-market this drug or field our own Fuzeon sales
force. All third party contracts for manufacturing, distribution, sale, and reimbursement are between Roche and the
third party. We are not a party to any of the material contracts in these areas. Roche provides us with information on
manufacturing, sales and distribution of Fuzeon. Roche is responsible for estimating reductions to gross sales for
expected returns of expired products, government rebate programs, such as Medicaid reimbursements, and customer
incentives, such as cash discounts for prompt payment. We review these items for accuracy and reasonableness. We
receive 50% of the product gross profits for the United States and Canada.

Selling and Marketing Expenses

The Company and Roche agreed to limit the Company’s actual cash contribution to the Fuzeon selling and
marketing expenses in 2004 to approximately $11.2 million, even though Roche spent significantly more on these
expenses. If certain cumulative levels of sales for Fuzeon in the United States and Canada are achieved, the Company’s
share of the additional expenses incurred by Roche during 2004 will be payable to Roche beginning at a future date
over several years from that future date. The Company currently estimates this date to be in 2011. During the year,
ended December 31, 2004, the Company’s share of selling and marketing expenses exceeded $11.2 million. As a
result, the Company included an additional charge under collaboration loss to reflect the repayment of this excess,|
according to the terms of the agreement with Roche. During 2004, the Company recorded $15.6 million as part of
collaboration loss, which represented the net present value of the Company’s estimated share of the expenses that were
in excess of approximately $11.2 million. This amount was determined by taking into account the expected timing and
terms of payment under the agreement.

For the year ended December 31, 2005, Trimeris has recorded its share of selling and marketing expenses in
~accordance with terms and conditions of an agreement we executed with Roche in May of 2005.

Manufacturing Amendment

In September 2005, the Company entered into a Letter of Amendment (“ Manufacturing Amendment”) witkll
Roche setting forth certain rights and responsibilities with respect to the manufacture and sale of Fuzeon. The
Manufacturing Amendment amends and supplements the terms of the collaboration agreement and addresses several
aspects of the parties’ collaboration related to the manufacture of Fuzeon. According to the terms of the Manufacturing
Amendment, Roche will be responsible for all decisions regarding future Fuzeon manufacturing volume, including
management of the inventory supply chain. Subject to certain exceptions, Roche will therefore be financially
responsible for all write-offs of expired Product (as defined in the collaboration agreement) sold in the US and Canada.

37

- v o T
y




In addition, Roche will be responsible for write-offs of all supply chain materials not currently in inventory as of th
date of execution of the Manufacturing Amendment and the collaboration’s Joint Steering Committee will govern th
conversion schedule into Product of supply chain materials that are in inventory as of that date.

The Manufacturing Amendment also sets forth the terms for which Roche-owned, Fuzeon manufacturing
equipment and facilities in Boulder may be used for the manufacture of other products. In addition, the Manufacturiny
Amendment provides for Trimeris’ payment of certain pre-launch inventory carrying costs related to the sale of Fuzeos
and Roche’s payment to Trimeris of an outstanding manufacturing milestone payment under the collaboration. Thy
Manufacturing Amendment also outlines certain methodologies for the allocation of standard cost variances betweet
the parties, the sharing of financial data related to Fuzeon manufacturing, and the methodology for calculating currency
conversions.

A schedule of Trimeris’ required contribution to the capital investment in Roche’s Boulder facility for Fuzeor
manufacturing is also set forth in the Manufacturing Amendment. The Company will pay Roche for Trimeris’ share o
the capital invested in Roche’s manufacturing facility over a seven-year period. Trimeris’ anticipated share of this
capital investment is approximately $14.0 million. As a result, we accrued an initial payment of $4.0 million at June
2004, and expect to pay approximately $500,000 per quarter through June 2009. As a result, Roche no longer includes
the depreciation related to the manufacturing facility in the cost of goods sold. In the event our collaboration agreement
is terminated, we would not be obligated for any unpaid amounts for capital investment.

These payments, net of the portion allocated to cost of goods sold, are recorded as an asset presented as
“Advanced payment—Roche.” This asset will be amortized based on the units of Fuzeon sold during the collaboration
period, in order to properly allocate the capital investment to cost of goods sold in future periods. Assuming all
payments are made and sales of Fuzeon continue, the Company estimates that this asset has a remaining useful life of
approximately 11 years. In addition, other peptide drug candidates discovered under our collaboration with Roche
could be manufactured using the same Roche facility. The carrying value of this asset will be evaluated annually for
impairment or if a triggering event occurs.

Under the Manufacturing Amendment, the use of Roche owned facilities in Boulder for the manufacture of
Fuzeon will result in a credit to the collaboration if used to produce other products for Roche. During the period from
July 2004 through June 2005, a key intermediate of another product was produced using these facilities that resulted in
a credit to the collaboration. Our share of this credit is approximately $900,000 and has been recorded on our balance
sheet as a reduction to the “Advanced payment—Roche.” This credit offsets variances that would otherwise have been
allocated to Fuzeon if the facility had remained underutilized and will be recognized when the related Fuzeon produced
during this period is sold.

Development Expenses

Under the collaboration agreement development costs are shared equally. Development typically includes certain
clinical and pre-clinical studies performed on a clinical candidate compound, as well as post-marketing commitments
related to approved drugs. Both Roche and Trimeris incur development costs for Fuzeon and T-1249. Quarterly, the
companies reconcile the amounts expended and one party pays the other party on a 50/50 basis. Roche holds the
Investigational New Drug Application, or IND, and the New Drug Application, or NDA, for Fuzeon and is responsible
for all regulatory issues, maintenance activities and communications with the Food and Drug Administration or FDA.
Development expenses pertaining to the United States and Canada are included on our Statement of Operations in
operating expenses under research and development.

The Research Agreement

Research, or the process of identifying clinical candidates, is generally distinct from the advanced testing of these
compounds, a process referred to herein as development (see discussion above “Development Expenses”). In the
Company’s collaboration with Roche, the identification of compounds that may become clinical candidates is governed
by a separate research agreement and the work by the parties is performed according to an agreed upon research plan.
In 2001, the Company entered into the research agreement with Roche to discover, develop and commercialize novel
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generations of HIV fusion inhibitor peptides. The joint research obligations under the agreement are renewable on an
annual basis.

Under this agreement, certain peptides will be treated differently with respect to the sharing of costs and profits of
development and commercialization. For example, subject to certain limitations, for peptides discovered after July 1,
1999, and that are covered by the original Trimeris patent estate (“Type II peptides™), Roche and Trimeris will share
costs and profits incurred in the U.S. and Canada equally. Trimeris will receive a royalty on the sale of Type II peptides
that occur in the rest of the world. With respect to peptides discovered after July 1, 1999, but that are covered by
patents outside the original Trimeris patent estate (“Type III peptides”), Roche and Trimeris will share costs and profits
equally worldwide.

In December 2005, Roche and Trimeris agreed to an amount to be reimbursed to Trimeris, for research expenses
incurred over the course of the year. For 2005, the total reimbursement of research expenses from Roche amounted to
$2.0 million and was recorded in the fourth quarter of 2005. In addition, in January 2006, Roche agreed to pay Trimeris
$2.5 million for research that was performed outside the research plan during 2005. This payment did not become due
until January 2006 upon the next generation peptides passing Roche’s internal review and is distinct from the milestone
payments that were made under the collaboration agreement signed in 1999. In February 2006, Trimeris received this
payment. This $2.5 million payment will be recognized as a component of revenue during 2006, over the term of the
annual 2006 research plan (the period of Trimeris’ continuing involvement).

For 2004, the total reimbursement of research expense from Roche amounted to $2.7 million. For 2003, the total
reimbursement of research expense from Roche amounted to $2.7 million.

As mentioned above, in January 2006, Roche and Trimeris announced the selection of two next-generation fusion
inhibitor peptides for co-development and progression into further pre-clinical studies. The peptides, TRI-1144 and
TRI-999, first synthesized at Trimeris, are distinct compounds derived from HR2 sequences of HIV. TRI-1144 and
TRI-999 are being developed with the specific goal of achieving durable suppression of HIV by increasing the potency
of the molecules and raising their genetic barrier to the development of resistance. Also central to the development
program is increased patient convenience via simpler, more patient-friendly administration, with a target of once-
weekly dosing.

In the near future, we plan to proceed to advanced formulation studies with one or both of these peptides. The
results of these studies will determine how rapidly we move towards naming a clinical candidate. These activities are
likely to fall under our research agreement with Roche. At present, we are currently in discussions with Roche to define
the research plan and budget for 2006.

Historical Information Necessary to Understand our Business

We began our operations in January 1993 and, prior to April 1, 2003, we were a development stage company.
Accordingly, we have a limited operating history. Since our inception, substantially all of our resources have been
dedicated to:

» the development, patenting, preclinical testing and clinjcal trials of our drug candidates, Fuzeon and T-1249,

» the development of a manufacturing process for Fuzeon and T-1249,

»  production of drug material for future clinical trials of Fuzeon and T-1249,

»  preparation of materials for regulatory filings for Fuzeon,

* pre-marketing and marketing activities for the commercial launch of Fuzeon, and

» research and development and preclinical testing of other potential product candidates.

We have lost money since inception and, as of December 31, 2005, have an accumulated deficit of approximately
$378.5 million. We may never generate significant revenue from product sales or royalties.
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Development of current and future drug candidates will require additional, time-consuming and costly rese th
and development, preclinical testing and extensive clinical trials prior to submission of any regulatory applicatior or
commercial use. We may incur losses for the foreseeable future and these losses may increase if our research 1d
development, preclinical testing, drug production and clinical trial efforts expand. The amount and timing of ar

operating expenses will depend on many factors, including:
+ the sales levels and market acceptance achieved by Fuzeon,

« the production levels for Fuzeon, which affect the economies of scale in the production process and our st
of goods sold,

+ the status of our research and development activities,

* product candidate discovery and development efforts, including preclinical testing and clinical trials,

¢ the timing of regulatory actions,

+ the costs involved in preparing, filing, prosecuting, maintaining, protecting and enforcing patent claims : 1
other proprietary rights,

* our ability to work with Roche to manufacture, develop, sell, market and distribute Fuzeon,

* technological and other changes in the competitive landscape,

* changes in our existing or future research and development relationships and strategic alliances,
» development of any future research and development relationships or strategic alliances,

e evaluation of the commercial viability of potential product candidates, and

» other factors, many of which are outside of our control.

As a result, we believe that period-to-period comparisons of our financial results are not necessarily meaningfi
The past results of operations and results of previous clinical trials should not be relied on as an indication of futu
performance. If we fail to meet the clinical and financial expectations of securities analysts and investors, it could har
a material adverse effect on the market price of our common stock. Our ability to achieve profitability will depend,
part, on our own or Roche’s ability to successfully develop and obtain and maintain regulatory approval for Fuzeon «
other drug candidates, and our ability to develop the capacity, either internally or through relationships with this
parties, to manufacture, sell, market and distribute approved products, if any. We may never achieve profitab;
operations, even if Roche achieves increased Fuzeon sales levels.

Research and Development

The following discussion highlights certain aspects of our on-going and planned research and developmer
programs and commercialization efforts. The results of our previous clinical trials are not necessarily indicative of th
results of future clinical trials.

Fuzeon®, enfuvirtide (formerly known as T-20)

Fuzeon is our first-generation HIV fusion inhibitor, a new class of anti-HIV drugs. The FDA has approved the us¢
of Fuzeon in combination with other anti-HIV drugs for the treatment of HIV-1 infection in treatment-experiencec
patients with evidence of HIV-1 replication despite ongoing antiretroviral therapy. Anti-HIV drugs are referred to as
antiretroviral agents. The standard approach to treating HIV infection has been to lower viral loads by using a
combination of drugs other than fusion inhibitors that inhibit one of two of the viral enzymes that are necessary for the
virus to replicate: reverse transcriptase and protease. There are currently three classes of drugs that inhibit these two
enzymes: nucleoside reverse transcriptase inhibitors, or NRTIs, non-nucleoside reverse transcriptase inhibitors, or
NNRTIs, and protease inhibitors, or PIs. We refer to NRTIs and NNRTIs collectively as RTIs. There are sixteen
FDA-approved RTIs and ten FDA-approved Pls.

In March 2003, the FDA granted accelerated approval for the commercial sale of Fuzeon, and commercial sales of
Fuzeon began in March 2003. Roche received accelerated FDA approval of Fuzeon based on 24-week clinical data
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from two Phase III pivotal trials for Fuzeon. In October 2004, the FDA granted full approval based on results from
Phase III clinical trials over 48 weeks.

Roche filed an application for European marketing approval in September 2002. Roche received marketing
approval under exceptional circumstances from the European Medicines Evaluation Agency, or EMEA, for use of
Fuzeon in the European Union in May 2003. Roche submitted a full analysis of 48-week clinical data to the Committee
for Human Medicinal Products, or CHMP, in December 2003 seeking a label change for Fuzeon. In April 2004, the
CHMP recommended inclusion of the 48 week data in the label. This was followed by approval by the EMEA for this
label change in June 2004. Outside the United States and the European Union, Roche has received approval and
reimbursement for Fuzeon in over fifty-three countries, and is in the process of negotiating reimbursement from
additional countries in which they plan to market Fuzeon.

The market for Fuzeon®, enfuvirtide

The patient population infected with HIV can be segmented into classes based on treatment experience (exposure
to other anti-HIV drugs). Fuzeon use is targeted to these treatment experienced patients, in other words, those patients
that have been exposed to drugs from the three other classes mentioned above. These patients are also known as “three-
class experienced patients.” This patient population comprises approximately 15% of those diagnosed with HIV in
North America. The pivotal Phase III clinical trials supporting the product’s regulatory filings known as TORO I and II
were comprised of treatment experienced patients who had received an average of 11 anti-HIV drugs over the course of
an average of 7 years.

In looking at this market potential, management was concerned about the introduction of new agents targeted at
the three-class experienced patients. In recent reports we have noticed that these new agents combined with Fuzeon are
synergistic. At present, a number of drug candidates with novel mechanisms of action are in development for the
treatment of HIV/AIDS. Our experience to date is that new, active HIV drugs and those in clinical development have
been used synergistically with Fuzeon in order to achieve maximal viral suppression in treatment experienced patients.
Results seen in six different trials (TORO I/II, RESIST I/II and POWER I/II) of treatment experienced HIV patients
involving Fuzeon and three different, and at the time of the studies, new HIV drugs (Lopinavir/ritonavir, Tipranavir/
ritonavir and Darunavir/ritonavir, respectively) validate this premise. The data from these trials consistently
demonstrates that undetectable viral load was achieved in the majority of patients when Fuzeon was combined with
these active antiretroviral drugs. The strength of this data led the Department of Health and Human Services, or DHHS,
to revise its guidelines on the management of HIV to state that viral re-suppression is the goal of therapy for treatment
experienced patients. These guidelines specifically indicate that patients who receive more active drugs (e.g. an active
ritonavir-boosted Protease Inhibitor and Fuzeon) had a better and more prolonged virologic response. We cannot
ensure similar results will be seen with all future HIV drugs in development. However, the approach of using Fuzeon
with new, active HIV drugs presents a new standard of virologic and immunologic response by which other drugs in
development may be measured.

Manufacturing

Roche manufactures the bulk drug substance of Fuzeon. Based on our progress and experience to date, we believe
that Roche will be able to produce supply of Fuzeon sufficient to meet anticipated demand. If Fuzeon sales levels do
not meet Roche and our expectations, the resulting production volumes may not allow Roche to achieve their
anticipated economies of scale for Fuzeon. If Roche does not achieve these economies of scale, the costs of goods for
Fuzeon could be higher than our current expectations.

Distribution

On April 26, 2004, Fuzeon became available through retail and specialty pharmacies across the U.S. This
development enhanced and simplified access to Fuzeon for patients and their healthcare providers. Physicians can write
prescriptions for Fuzeon from their own prescription pads and patients can get Fuzeon from the pharmacy of their
choice, including Bioscrip (formerly Chronimed, Inc.) (“Bioscrip”). Prior to April 26, 2004, Fuzeon was only available
in the U.S. exclusively through Bioscrip.
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Alternative injection systems

It is generally recognized that a primary impediment to the broader adoption of Fuzeon in clinical practice
related to the route of administration and the occurrence of injection site reactions. We have undertaken to amelior
these issues by developing alternative administration options for Fuzeon. One such effort involves the Biojector 201
or B2000, injection system, manufactured by Bioject Medical Technologies Inc. The B2000 system is a needle-f
CO2-powered injector that disperses liquid medication through the skin. In May 2005, Roche, with the Compan
support, filed a supplemental new drug application, or sNDA, with the U.S. Food and Drug Administration
inclusion of B2000 information about the needle-free injection device in the Fuzeon labeling. In July 2005, the Fl
notified Roche and Trimeris that it had accepted the filing of the sSNDA to consider the label change. The filing is ba:
on data from the T20-405 study, a single-dose, comparative bioequivalent and pharmacokinetic study of Fuz:
administered via the needle-free device compared to standard needle-syringe administration. Results from this st
were presented at the HIV DART meeting in December 2004 and showed that Fuzeon administered via the B2(
needle-free system was bioequivalent to administration via a standard twenty-seven gauge needle and syringe.
November 2005, the FDA issued an approvable letter for the Biojector 2000, requiring the submission of additio
data from the WAND trial (see below.) We expect to provide the data from this trial to the FDA in the second half

2006.

Trimeris and Roche began enroliment of a new trial — T20-404 or WAND (Fuzeon With A Needle-free Devi
study, assessing patient acceptance and experience in administration of Fuzeon via the B2000 needle-free dev
compared to standard needle and syringe administration in 40 patients. This study is a month-long, crossover des
evaluation of both administration systems. Clinical study endpoints include tolerability, injection site reactions :
pharmacokinetics.

We are also expecting full data, in the third quarter of 2006, from our QUALITE trial which is a quality of
study assessing a 31 gauge needle and insulin syringe known as the BD Ultra Fine IL Initial results obtained from
study indicate that a majority of patients had either no or only minor injection site reactions at the end of twelve wee

T-1249

T-1249 is a second-generation HIV fusion inhibitor that has been investigated successfully in four sepa
clinical trials. Phase I/II trials of T-1249 demonstrated satisfactory efficacy and safety, including in patients who
previously failed on and had developed resistance to Fuzeon. In January 2004, Roche and Trimeris announced °
further clinical development of T-1249 was being put on hold due to technical challenges in achieving a formulat
capable of delivering a once daily injection. The compound’s safety, efficacy and tolerability were not factors affect
the decision. The clinical trial, T1249-105, was ongoing when the decision was made to put the development of T-1
on hold. T1249-105 is now a compassionate use protocol for patients that were already receiving T-1249, as tt
patients have exhausted all treatment options. To date, 26 patients have completed 96 weeks of treatment with T-1Z
In January 2005, we and Roche put further clinical development of T-1249 on hold indefinitely.

Next Generation Fusion Inhibitors

In December 2005, Roche and Trimeris agreed to an amount to be reimbursed to Trimeris, for research expes
incurred over the course of the year. For 2003, the total reimbursement of research expenses from Roche amounte
$2.0 million and was recorded in the fourth quarter of 2005. In addition, in January 2006, Roche agreed to pay Trirt
$2.5 million for research that was performed outside the research plan during 2005. This payment did not become
until January 2006 upon the next generation peptides passing Roche’s internal review and is distinct from the milest
payments that were made under the collaboration agreement signed in 1999. In February 2006, Trimeris received
payment, This $2.5 million payment will be recognized as a component of revenue during 2006, over the term of
annual 2006 research plan (the period of Trimeris’ continuing involvement).

In January 2006, Roche and Trimeris announced the selection of two next-generation fusion inhibitor peptides
co-development and progression into further pre-clinical studies. The peptides, TRI-1144 and TRI-999,
synthesized at Trimeris, are distinct compounds derived from HR2 sequences of HIV. TRI-1144 and TRI-999 are b
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developed with the specific goal of achieving durable suppression of HIV by increasing the potency of the molecules
and raising their genetic barrier to the development of resistance. Also central to the development program is increased
patient convenience via simpler, more patient-friendly administration, with a target of once-weekly dosing.

In the near future, we plan to proceed to advanced formulation studies with one or both of these peptides. The
results of these studies will determine how rapidly we move towards naming a clinical candidate. These activities are
likely to fall under our research agreement with Roche. At present, we are currently in discussions with Roche to define
the research plan and budget for 2006. '

Other Research Programs

In June 2004, we announced the renewal of an agreement with Array Biopharma Inc., or Array, to discover small
molecule entry inhibitors directed against HIV. The terms of the agreement are substantially similar to those of the
initial agreement, signed in August 2001. Over the course of the agreement, Array has received research funding and
the right to receive milestone payments and royalties based on the success of this program. In connection with the
agreement, as amended, Trimeris has screened a library of small molecule compounds created by Array against HIV
entry inhibitor targets. We have completed screening of these compounds for activity in our assays and have completed
the process of evaluating these compounds as possible clinical candidates. The research term of the agreement expired
according to the terms of the agreement on December 31, 2005. There are no research activities currently being
performed pursuant to the agreement although the agreement itself remains in effect.

In 2002, we entered into an agreement with Neokimia Inc., or Neokimia, to discover and develop small molecule
HIV fusion inhibitors. We have initially screened a library of small molecule compounds provided by Neokimia and
Neokimia will use its proprietary drug discovery platform to optimize any lead compounds with the goal of identifying
one or more preclinical drug candidates. Neokimia has provided the initial library of compounds on a nonexclusive
basis but will work exclusively with us on the HIV gp41 fusion protein target during the term of the collaboration. In
2003, we exercised our option to select an additional target related to HIV fusion to add to the collaboration. The
research performed under the collaboration has been performed pursuant to a research plan that has been mutually
agreed upon by the parties. The term of this research plan has concluded. In December 2003, Neokimia merged with
Tranzyme, Inc., or Tranzyme, and Tranzyme acquired Neokimia’s rights and obligations under the 2002 agreement.
There are no research activities currently being performed pursuant to the agreement although the agreement itself
remains in effect.

In June 2005, we entered into a drug discovery and development agreement with ChemBridge Research
Laboratories, Inc., or CRL. Under the terms of the agreement, Trimeris and CRL will work together to discover and
develop small molecule inhibitors of HIV. Specifically, pursuant to the agreement, we are working with CRL to
identify small molecule inhibitor compounds against two HIV entry targets. Trimeris and CRL will collaborate to
identify orally active lead compounds and then optimize preclinical candidates. Trimeris will be responsible for
preclinical and clinical development, manufacturing, regulatory and commercial activities on a worldwide basis for all
compounds and products resulting from the collaboration. Trimeris will provide funding to CRL to support medicinal
chemistry efforts, and CRL will work exclusively with us on these programs. CRL will be eligible to receive milestone
payments based on the achievement of specific development and commercial events, and may also be eligible to
receive royalties on net product sales.

The following table summarizes our research and development expenses since inception (in thousands):

Project 2005 2004 2003 1993-2002 Cumulative
Fuzeon ...... ... ... $ 6,929 $12916 $21,842 $181,304 $222,991
T-1240 L 518 2,039 9,386 19,043 30,986
Next Generation Fusion Inhibitors ....................... 7,519 3,933 3,208 3,887 18,547
Other (comprised mostly of management personnel and

overhead allocation COStS) .. ... vt ii i ii e 3,308 2,425 2,387 2,682 10,802
AlLPIOJectS oo ottt et e e $18,274 $21,313 $36,823 $206,916 $283.,326




LIQUIDITY AND CAPITAL RESOURCES
The table below presents our cash flows for the years ended December 31, 2005, 2004 and 2003.

Years ended December 31,

2005 2004 2003
(in thousands)

Net cash used in operating activities . ............ .0 ittt $(10,032) $(42,628) $(56,7
Net cash (used) provided by investing activities ......... ... ... ... ..., 4,871 25,033 (19,7
Net cash provided by financing activities . .......... ... ... ... ... .. ..... 619 411 1,9
Net decrease in cash and cashequivalents ............. ... ... .. .. ....... 4,542) (17,184) (744
Cash and cash equivalents, beginning of period . ......... ... ... ... .. ....... 28,101 45,285 119,7
Cash and cash equivalents,endof period ....... ... ... ... ... . . i, $23559 $28,101 $ 452

Operating Activities:  Since inception, we have financed our operations primarily through private placements a
public offerings of common stock, equipment lease financing and payments received from Roche under «
collaboration agreement with Roche.

In 2005, the cash used by operating activities was used primarily to fund research and development relating
Fuzeon, T-1249 and other product candidates and marketing costs for the commercialization of Fuzeon. The amot
used decreased for the year ended December 31, 2005, compared to 2004, primarily due to increased collaborati
income and royalty revenues and decreased operating expenses. In 2006, cash used in operating activities will depe
on several factors including the sales, cost of sales and marketing expenses related to the sale of Fuzeon (profitabil
of the collaboration with Roche) and the amount of money we deploy into developing our research pipeline and p:
marketing commitments for Fuzeon (development expenses), offset by any cash payments we receive from Roc
related to the research of our next generation fusion inhibitors.

In 2004, the cash used by operating activities was used primarily to fund research and development relating
Fuzeon, T-1249 and other product candidates and marketing costs for the commercialization of Fuzeon. The amot
used decreased for the year ended December 31, 2004, compared to 2003, primarily due to the reduced net loss a
accrued marketing costs offset in part by the advance payments made to Roche for our share of the cost of the capi
improvements made at Roche’s Boulder facility where Fuzeon drug substance is produced.

Investing Activities: In 2005, cash provided by investing activities was due to net maturities of investme
securities—available-for-sale of $7.0 million, offset in part by purchases of property, furniture and equipment of $
million and patent costs of $805,000. In 2006, cash provided by investing activities will depend primarily on the 1
maturities of investments. We expect spending on the purchase of property, furniture and equipment and patent costs
2006 to approximate the spending in 2005.

In 2004, cash provided by investing activities was due to net maturities of investment securities
available-for-sale of $26.6 million, offset in part by purchases of property, furniture and equipment of $1.2 million a
patent costs of $406,000.

In 2003, cash used by investing activities was due to net purchases of investment securities—available-for-sale
$17.4 million, purchases of property, furniture and equipment of $1.4 million and patent costs of $900,000.

Financing Activities: In 2005, the cash provided by financing activities was primarily due to the exercise
employee stock options and purchases of our stock under the employee stock purchase plan. In 2004 and 2003, the c:
provided was primarily due to the exercise of employee stock options and purchases of our stock under the employ
stock purchase plan offset, in part, by payments under capital lease obligations.

Total Cash, Cash Equivalents and Investment securities—available-for-sale.  As of December 31, 2005, we }
$36.9 million in cash and cash equivalents and investment securities—available-for-sale, compared to $48.4 million
of December 31, 2004. The decrease is primarily a result of cash used by operating activities during the year enc
December 31, 2005.




Future Capital Requirements. We have experienced negative cash flows from operations since our inception and
do not anticipate generating sufficient positive cash flows to fund our operations in the foreseeable future. Although we
expect to share the future development costs for Fuzeon and any other potential drug candidates covered by our
collaboration for the United States and Canada with Roche, we have expended, and expect to continue to expend in the
future, substantial funds to pursue our drug candidates and compound discovery and development efforts, including:

» expenditures for marketing activities related to Fuzeon,
» research and development and preclinical testing of other product candidates,
+ the development of our proprietary technology platform, and

* possible acquisitions and in licensing of research programs, clinical stage products and marketed products.

Under the current operating environment, excluding any extraordinary items, based on expected sales levels of
Fuzeon, we expect that our existing capital resources, together with the interest earned thereon, will be adequate to
fund our current programs for at least the next 24 months. However, any reduction in Fuzeon sales below currently
expected levels or increase in expenditures beyond currently expected levels would increase our capital requirements
substantially beyond our current expectations. If we require additional funds and such funds are not available through
debt or equity financings, or collaboration arrangements, we will be required to delay, scale-back or eliminate certain
preclinical testing, clinical trials and research and development programs, including our collaborative efforts with
Roche. In the event Roche becomes unable or unwilling to share future development expenses for Fuzeon, T-1249 or
our other potential drug candidates, our capital requirements would increase substantially beyond our current
expectations. ’

Our future capital requirements and the adequacy of available funds will depend on many factors, including the
level of market acceptance and sales levels achieved by Fuzeon; expenses related to the sale of Fuzeon; the condition
of the capital markets; the progress and scope of our product development programs; the magnitude of these programs;
the results of preclinical testing and clinical trials; the need for additional facilities based on the results of these clinical
trials and other product development programs; changes in the focus and direction of our product development
programs; the costs involved in preparing, filing, processing, maintaining, protecting and enforcing patent claims and
other intellectual property rights; competitive factors and technological advances; the cost, timing and outcome of
regulatory reviews; changes in the requirements of the FDA; administrative and legal expenses; evaluation of the
commercial viability of potential product candidates and compounds; the establishment of capacity, either internally or
through relationships with third parties, for manufacturing, sales, marketing and distribution functions; the results of
our business development activities, including in-licensing and merger and acquisition opportunities; and other factors,
many of which are outside of our control.

Since our initial public offering in 1997, we have obtained the majority of our funding through public or private
offerings of our common stock. We expect to continue to obtain our funding through public or private offerings of our
common stock or other equity like instruments, such as convertible preferred stock or convertible debt, until such time,
if ever, as we are able to generate significant funds from operations.

We may have difficulty raising additional funds by selling equity. If we fail to meet the clinical and financial
expectations of securities analysts and investors, it could have a material adverse effect on the market price of our
common stock and restrict or eliminate our ability to raise additional funds by selling equity. The public capital
markets in which shares of our common stock are traded have been extremely volatile. Therefore, even if we do
achieve positive clinical or financial results that meet or exceed the expectations of securities analysts and investors,
the state of the public equity markets in general and particularly the public equity market for biotechnology companies
may prohibit us from raising funds in the equity markets on acceptable terms or at all. Even if we are able to obtain
additional funding through an equity financing, the terms of this financing could be highly dilutive to current
stockholders.

We may also attempt to obtain additional funding through debt and debt-like financings such as convertible debt
and/or arrangements with new or existing collaborative partners. Any debt financings may contain restrictive terms that
limit our operating flexibility. Arrangements with collaborative partners may require us to relinquish rights to our
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technologies or product candidates or to reduce our share of potential profits. This could have a material adverse effi
on our business, financial condition or results of operations.

Contractual Obligations. The following table summarizes our material contractual commitments
December 31, 2005.

Contractual Obligations 2006 2007 2008 2009 2010 Thereafter Tota
(in thousands)
Operating leases® ..........coviiinnnnnn.. $1,508 $1,508 $1,538 $1,569 $1,600 $ 6,873 $14,5
Other contractual obligations** ... ............ 3,566 2,000 2,000 1,000 — e 8,5
Other long-term liabilities reflected on the . ... ..
Balance Sheet*** ., .. .. .............. — — — — —_ 16,507 16,5

$5,074 $3,508 $3,538 $2,569 $1,600 $23,380 $39,6

*  Includes payments due under a sublease signed during June 2004, that commenced on January 1, 2005, on
existing office and laboratory building.

**  We are making advance payments to Roche for our share of the cost of the capital improvements made at Roche
Boulder facility where Fuzeon drug substance is produced. We reached an agreement with Roche whereby we w
pay Roche for our share of the capital invested in Roche’s manufacturing facility over a seven-year period. C
share of this capital investment is approximately $14.0 million. At December 31, 2005, we have capitalized co:
of $7.0 million, and expect to pay approximately $500,000 per quarter through June 2009. This amount, net
charges to cost of goods sold as the related inventory is sold, is recorded as an asset on our Balance Sheet unc
the caption “Advanced payment—Roche.” In the event our collaboration agreement is terminated, we would n
be obligated for any unpaid amounts for capital investment. The 2006 amount also includes $1.6 million {
contracts to purchase product candidate material and fund various clinical studies contingent on delivery of t
materials or performance of the services. Substantially all of these costs will be shared equally with Roche.

**% Qur actual cash contribution to the selling and marketing expenses for Fuzeon in 2004 was limited
approximately $11.2 million, even though Roche spent significantly more on these expenses. If certain cumulati
levels of sales for Fuzeon in the United States and Canada are achieved, our share of these additional expens
incurred by Roche during 2004 will be payable to Roche beginning at a future date over several years from tk
future date. We currently estimate this date to be in 2011. During the year ended December 31, 2004, we reach
the $11.2 million limitation for the year. We recorded a liability of approximately $15.6 million as part
collaboration loss during the year ended December 31, 2004. This represents the net present value of o
estimated share of the additional expenses, discounted at a risk-free interest rate from the expected payment da
based on achievement of the sales milestones in the agreement. We are increasing the liability over time to ]
expected payment amount. In 2005 and 2004, we increased this liability by $746,000 and $154,000, respectivel
for accretion of interest. The total liability of $16.5 million at December 31, 2003, is reflected on our balan
sheet under the caption “Accrued marketing costs.”

RESULTS OF OPERATIONS
Comparison Of Years Ended December 31, 2005, 2004 and 2003
Revenues

The table below presents our revenue sources for the years ended December 31, 2003, 2004 and 2003.

Years ended December 31, 2005 to 2004 2004 to 201

Increase Increase

2005 2004 2003 (Decrease) (Decreast

MileStone revenue . .. ...t $1722 $ 2152 $ 2964 $ (430) $ (81
Royaltyrevenue ........... .. ... . ... 8,784 4,556 755 4,228 3,801
Collaboration income (I0ss) . ..............covienn... 8,553 (16,125) (25,515) 24,678 9,39(

Total revenue and collaboration income (Ioss) ........... $19,059 $ (9,417) (21,796) $28476 $12,37¢




Milestone revenue: Total milestone revenue represents the amortization of achieved milestones under our
collaboration with Roche.

The table below presents our achieved milestones from Roche as of December 31, 2005. We are recognizing these
milestones on a straight-line basis.

Total Revenue
Recognized Revenue for the

Through year ended End of
Milestone December 31, December 31, Recognition

Total Date Achieved 2005 2005 Period
$ 4,600% July 1999 $ 3,561 $ 148 December 2012
2,000 October 2000 1,415 84 December 2012
8,000  March 2003 3,108 700 December 2012
5,000 May 2003 1,794 456 December 2012
2,500 June 2003 639 251 June 2013
750 June 2004 134 83 June 2013

Total ........ ... ... $22,850 $10,651 $1,722

*  Roche made a nonrefundable initial cash payment to the Company of $10.0 million during 1999. In July 1999, the
Company granted Roche a warrant to purchase 362,000 shares of common stock at a purchase price of $20.72 per
share. The fair value of the warrant of $5.4 million was credited to additional paid-in capital in 1999, and as a
reduction of the $10.0 million up-front payment received from Roche. We have deferred $4.6 million, the net of
the $10.0 million up-front payment and the $5.4 million in warrants, over the research and development period.

During the first quarter of 2004, we put future clinical development of T-1249 on hold. As a result we increased
the length of the research and development period for our Roche collaboration from December 2007 to December 2010
based on an estimate of the development period for T-1249 or another development compound under our collaboration
agreement. As a result, revenue recognized related to these payments in 2004 was $800,000 less than the amount
recognized in 2003.

During the first quarter of 2005, based on our current evaluation of our research and development programs, we
and Roche placed further clinical development of T-1249 on hold indefinitely due to challenges in achieving an
acceptable formulation. As a result, we are recognizing the development milestone payments over the development
period of the next generation of fusion inhibitors. Taking into account the additional research that will be required, in
2005, we changed our estimate of the end of the research and development period from December 2010 to December
2012; as a result we recognized approximately $500,000 less revenue in 2005 compared to 2004.

In 2006, we will recognize $2.5 million more in milestone revenue when compared to 2005. In January 2006,
Roche agreed to pay Trimeris $2.5 million for research that was performed outside the research plan during 2005. This
payment did not become due until January 2006 upon the next generation peptides passing Roche’s internal review and
is distinct from the milestone payments that were made under the collaboration agreement signed in 1999, In February
2006, Trimeris received this payment. This $2.5 million payment will be recognized as a component of revenue during
2006, over the term of the annual 2006 research plan (the period of Trimeris’ continuing involvement).

Royalty revenue: Royalty revenue represents the royalty payment earned from Roche based on total net sales of
Fuzeon outside the United States and Canada. Sales of Fuzeon outside the United States and Canada began in June
2003. To calculate the royalty revenue an 8% distribution charge is deducted from Roche’s reported net sales, from
which Trimeris received a 10% royalty. Royalty revenue has been increasing period over period as sales in new
countries are initiated. In 2006, we expect sales outside the US and Canada to continue to increase, but not at the same
percentage growth rate as seen from 2004 to 2005.
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The table below presents net sales outside the United States and Canada for the years ended December 31, 2
2004 and 2003. Fuzeon was launched in June 2003 in the EU.

2005 to 2004 2004 to 2

Years ended December 31, Increase Increa
2005 2004 2003 (Decrease) (Decrea

Total net sales outside the United States and Canada (as
recordedbyRoche) ....... ... .. ... L. $95,477 $49,523 $8,210  $45,954 $41,3

Collaboration Income (Loss): The table below presents our collaboration income (loss) (United States :
Canada) for the year ended December 31, 2005, 2004 and 2003. Collaboration income (loss) is reported on
Statement of Operations as a component of revenue. Under our collaboration agreement with Roche, we share gr
profits equally from the sale of Fuzeon in the United States and Canada. Fuzeon was launched in March 2003.

2005to 2004 2004 to 2

Years Ended December 31, Increase Increa:
2005 2004 2003 (Decrease) (Decrea
(in thousands)
Gross Fuzeon salesbyRoche ....................... $132,609 $ 99,908 $ 32,246 $ 32,701 $ 67,6
Less sales adjustments ...............ccooiniiinn... (19,875) (14,215)  (3,901) (5,660) (10,3
Sales adjustments as a % of Gross Sales .............. 15% 14% 12%

Netsales ........ooiiniin i 112,734 85,693 28,345 27,041 57,3
Costofgoodssold . ........... ... oo, (45,854) (51,766) (11,864) 5,912 (39,91
Cost of goods soldasa % of NetSales ................ 41% 60% 42%

Grossprofit ... 66,880 33,927 16,481 32,953 17,4
Gross profitasa % of NetSales ..................... 59% 40% 58%

Selling and marketing expenses . .................... (44,755) (22,311) (57,628) (22,444) 35,3
Other COSES . .o ittt et e e e (7,854) (11,504)  (9,526) 3,650 (1,9

Total shared profitandloss ..................... 14,271 112 (50,673) 14,159 50,7
Trimeris share® ... ... ... .. ... . .. i, 9,270 56 (25,337) 9,214 25,3¢
Costs exclusive to Trimeris, Inc. .. ................... (717) (16,181) (178) 15,464 (16,0

Collaboration income (108S) . .............co..... $ 8553 $(16,125) $(25,515) $24678 % 93¢

*  For the year ended December 31, 2005, Trimeris and Roche did not share “Total shared profits & loss” equal
Trimeris has recorded its share of selling and marketing expenses for this period in accordance with terms a
conditions of an agreement that we reached with Roche in May of 2005. Pursuant to this May 2005 agreeme
Roche and Trimeris did not share selling and marketing expenses for Fuzeon equally in 2005, but all otl
expenses were essentially shared equally. For the years ended December 31, 2004 and 2003, Trimeris and Roc
shared “Total shared profits & loss” equally. Under a separate agreement with Roche for 2004, our selling a
marketing expenses were limited to approximately $11.2 million which we reached in the second quarter of 20
We have recorded the net present value of the Company’s estimated share of certain marketing expenses in exc
of this limit in the line “Costs exclusive to Trimeris, Inc.”

Gross Fuzeon sales by Roche:  Gross Fuzeon sales are recorded by Roche. Prior to April 26, 2004, Roche had
exclusive distribution arrangement with Bioscrip (formerly known as Chronimed) to distribute Fuzeon in the Unit
States during the initial commercial launch in 2003, which terminated on April 26, 2004. Effective April 26, 20(
Fuzeon became available through retail and specialty pharmacies across the U.S. Prior to April 26, 2004, revenue frc
product sales was recognized when title and risk of loss had passed to Bioscrip, which was when Bioscrip allocat
drug for shipment to a patient. Beginning April 26, 2004, revenue is recognized when Roche ships drug and title a
risk of loss passes to wholesalers.
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The table below presents the number of kits sold and shipped to wholesalers in the U.S. and Canada during 2005,
2004, and 2003.

Kits Shipped 2005 2004 2003

Q1 .. 15,000 11,000 —
Q2 16,900 16,200 3,000
Q3 18,500 14,600 7,000
Q4 .. 21,600 17,200 9,000
Total ........... ... ... . ... i 72,000 59,000 19,000

Sales of Fuzeon have been increasing period over period, we believe, as a result of the following factors:
e 2003 was the launch year and commercial sales began mid-year;

* Growth in the acceptance and adoption of Fuzeon as part of a new standard of care for treatment experienced
patients;

« Continued expansion and synergy with Fuzeon for newly approved drugs and drugs in clinical trials;
» Expansion in nursing and peer support programs for patients;
» Investment in marketing and promotion of Fuzeon, and

* Clinical assessment and development of administration alternatives including the Becton-Dickenson
Ultrafine II small gauge needle and the Biojector B2000 needle-free delivery system.

We expect that these drivers will continue to have a positive effect on Fuzeon sales in 2006.

Sales adjustments: Sales adjustments are recorded by Roche based on their experience with selling Fuzeon.
Sales adjustments as a percentage of gross sales were consistent across all periods except for 2003 as this was the
launch year. There were no material revisions to Roche’s recorded estimates of sales adjustments for the years ended
December 31, 2005, 2004, and 2003.

Cost of goods sold: Cost of goods sold as a percentage of net sales were consistent across all periods except for
2004. Cost of goods sold for the year ended December 31, 2004, includes approximately $6.8 million relating to
unabsorbed costs that were the result of unexpectedly low initial manufacturing volumes when Fuzeon was launched
and various costs associated with the development of the Fuzeon manufacturing process.

These costs were disclosed to us during the second quarter of 2004 by Roche. Previously, we inquired about
manufacturing variances and were provided amounts by Roche which we previously recorded. After a series of
discussions and negotiations with Roche and notwithstanding our contractual agreement, we formalized an amendment
to our collaboration agreement with respect to the variance calculation. Also during 2004, the inventory sold was
manufactured during a period of higher costs and as such increased our cost of goods sold as a percentage of net sales.

Selling and marketing expenses: Selling and marketing expenses increased for the year ended December 31,
2005, compared to the year ended December 31, 2004, due to the fact that our actual cash contribution to certain selling
and marketing expenses for Fuzeon in 2004, was limited to approximately $11.2 million, even though Roche spent
significantly more on these expenses. If certain cumulative levels of sales for Fuzeon in the United States and Canada
are achieved, our share of any additional expenses incurred by Roche during 2004 will be payable to Roche beginning
at a future date over several years from that future date (see discussion below related to the recording of the expense
related to this agreement “Costs exclusive to Trimeris”). We believe that our selling and marketing expense in 2006
will continue at approximately the level of 2005.

Selling and marketing expenses decreased for the year ended December 31, 2004, as compared to the year ended
December 31, 2003, primarily as a result of two factors (1) 2003 was the launch year and (2) 2004 selling and

marketing expenses were limited to approximately $11.2 million (see discussion in the preceding paragraph).
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Other costs: Other costs decreased for the year ended December 31, 2005, compared to the year enc
December 31, 2004, as there were more inventory write offs during 2004. Other costs primarily comprise net invent
write offs and charges for the Boulder manufacturing facility. Also included in other costs are general 3
administrative and distribution charges. Trimeris is responsible for 50% of these costs under the collaborati
agreement. Excluding write-offs we believe that other costs for 2006 will be consistent with those of 2005.

Other costs increased for the year ended December 31, 2004, compared to the year ended December 31, 2003,
there were more write offs during 2004.

Costs exclusive to Trimeris: Costs exclusive to Trimeris decreased for the year ended December 31, 20
compared to the year ended December 31, 2004, as 2004 included the net present value of the Company’s estimal
share of certain marketing expenses in excess of approximately $11.2 million, based on expected timing and terms
payment under the agreement. Also included in the costs exclusive to Trimeris is approximately $717,000 a
$575,000 for 2005, and 2004, respectively, related to license fees for certain technology paid to a third party.

Costs exclusive to Trimeris increased for the year ended December 31, 2004, compared to the year end
December 31, 2003, as 2004 includes the net present value of the Company’s estimated share of certain marketi
expenses in excess of approximately $11.2 million, based on expected timing and terms of payment under |
agreement. Also included in the costs exclusive to Trimeris is approximately $575,000 and $178,000 for 2004, a
2003, respectively related to license fees for certain technology paid to a third party.

Research And Development Expenses

The table below presents our research and development expenses for the years ended December 31, 2005, 20(
and 2003.

Years ended December 31, 2005 to 2004 2004 to 21

Increase Increas

2005 2004 2003 (Decrease) (Decreas

Non-cash compensation . ................coovvio.. ... $ 418 § 159 § I $ 259 $ e
Other research and development expense ................ 17,856 21,154 36,824 (3,298) (15,65
Total research and development expense ................ $18,274 $21,313 $36,823  $(3,039) $(15,51

Total research and development expense includes:
* Development expenses for T-20 and T-1249, which we share equally with Roche, and

* Research expenses for the preclinical development of the next generation of fusion inhibitors, which we ¢
not share equally with Roche. In 2006, we received an additional payment from Roche for research perform
in 2005. The Company also conducts non-partnered research outside of the agreements with Roche.

Non-cash compensation: Non-cash compensation expense for the years ended December 31, 2005 and 2004,
primarily comprised of amortization expense for restricted stock issued to employees in June 2004. This restrict
stock grant vests 100% after the third year of service and is being amortized on a straight-line basis over the three-ye
period. Non-cash compensation expense in 2005, 2004, and 2003, also includes expense for stock options granted
non-employees.

In 2006, we expect a significant increase in non-cash compensation due to the adoption of SFAS No. 1
(revised), “Share-Based Payment.” This statement requires cost resulting from all share-based payment transactions
recognized as a charge in the financial statements. Prior to the adoption of this statement, the majority of share-bas
payments were disclosed in the footnotes to the financial statements.
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Other research and development expense: Other research and development expense decreased for the year
ended December 31, 2005, compared to the year ended December 31, 2004, as a result of:

* decreased costs associated with ongoing clinical trials for Fuzeon, and

+ decreased costs associated with our clinical trials for T-1249, whose further clinical development was put on
hold in January 2004,

« offset, in part, by increases in salary costs and costs associated with the research of new drugs.

Other research and development expense decreased for the year ended December 31, 2004, compared to the year
ended December 31, 2003, as a result of:

¢ decreased costs associated with ongoing clinical trials for Fuzeon,

¢ decreased costs associated with our clinical trials for T-1249, whose clinical development was put on hold in
January 2004,

¢ decrease in the purchase of drug material for future clinical trials,
* decrease in the costs in connection with a potential building project, and

» decreased personnel expenses, due to a headcount reduction in workforce implemented in January 2004

Total research personnel were 57, 64 and 91 at December 31, 2005, 2004, and 2003, respectively. We expect
research and development expenses, net of the reimbursements for Fuzeon and next generation development costs from
Roche, to be higher in 2006, as compared to 2003, as a result of increased costs related to the development of the next
generation peptides.

In December 2003, Roche and Trimeris agreed to an amount to be reimbursed to Trimeris, for research expenses
incurred over the course of the year. For 2005, the total reimbursement of research expenses from Roche amounted to
$2.0 million and was recorded in the fourth quarter of 2005. In addition, in January 2006, Roche agreed to pay Trimeris
$2.5 million for research that was performed outside the research plan during 2005. This payment did not become due
until January 2006 upon the next generation peptides passing Roche’s internal review and is distinct from the milestone
payments that were made under the collaboration agreement signed in 1999. In February 2006, Trimeris received this
payment. This $2.5 million payment will be recognized as a component of revenue during 2006, over the term of the
annual 2006 research plan (the period of Trimeris’ continuing involvement).

In January 2006, Roche and Trimeris announced the selection of two next-generation fusion inhibitor peptides for
co-development and progression into further pre-clinical studies. In the near future, we plan to proceed to advanced
toxicology and formulation studies with one or both of these peptides. The results of these studies will determine how
rapidly we move towards naming a clinical candidate. These activities are likely to fall under our research agreement
with Roche. At present, we are currently in discussions with Roche to define the research plan and budget for 2006.

General and Administrative Expenses

The table below presents our general and administrative expenses for the years ended December 31, 2005, 2004
and 2003.

Years ended December 31, 2005 to 2004 2004 to 2003

Increase Increase

2005 2004 2003 (Decrease) (Decrease)

Non-cash compensation .. ............. ... ... ... ..., $ 450 $ 311 $ 767 $ 139 ¢ $ (456)
Other general and administrative expense . ................. 8,986 9,840 7,810 (854) 2,030
Total general and administrative expense .................. $9,.436 $10,151 $8,577 $(715) $1,574

Non-cash compensation: Non-cash compensation expense for the years ended December 31, 2005 and 2004 is
primarily comprised of amortization expense for restricted stock issued to employees in June 2004. This restricted
stock grant vests 100% after the third year of service and is being amortized on a straight-line basis over the three-year
period.
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Non-cash compensation expense, in 2003, comprises expenses for stock options granted to non-employees. T
options all vested in 2003.

In 2006, we expect a significant increase in non-cash compensation due to the adoption of SFAS No.
(revised), “Share-Based Payment.’* This statement requires cost resulting from all share-based payment transaction
recognized as a charge in the financial statements. Prior to the adoption of this statement the majority of share-b
payments were disclosed in the footnotes to the financial statements.

Other general and administrative expense: Other general and administrative expense decreased for the
ended December 31, 2005 compared to the year ended December 31, 2004 as a result of :

decreased salary costs as the expenses associated with individuals whose roles changed are now reflecte
research and development expenses;

* decreased premiums for directors and officers’ insurance, and;
* decreased recruitment costs.

Other general and administrative expense increased for the year ended December 31, 2004 compared to the 1
ended December 31, 2003 as a result of:

* increased costs to meet new requirements placed on public companies by The Sarbanes-Oxley Act of 2

and related regulations issued by the SEC and new Nasdagq listing standards,

» increased incentive compensation payments to our executives. In 2003, we did not pay bonuses to our t}
top executives,

* increased premiums for directors and officers’ insurance, and,;

* increased recruitment costs.

Total general and administrative employees were 34, 33 and 41 at December 31, 2005, 2004, and 20

respectively. We expect other general and administrative expenses to increase modestly in 2006, when comparec
2005, as the business grows.

Other Income (Expense)

The table below presents our other income (expense) for the years ended December 31, 2005, 2004, and 2003.

Years ended December 31, 2005t0 2004 2004 to 2

Increase Increas

2005 2004 2003 (Decrease) (Decrea:

INterest iNCOME . ...\ttt et e $1,300 $953 $1,534 $ 347 $(581
Net loss on disposal of equipment .. ...................... .. 9 — — 9 —
Interestexpense ............ (746) (160) “4n (586) (119
Total other income (EXPENSE) ... .....veriiinnanennenn.. $ 545 $793 $1,493 $(248) $(700

Other income (expense) consists of interest income, interest expense, accretion of interest and net loss on dispo:
of equipment. Interest income increased for the year ended December 31, 2003, compared to the year end
December 31, 2004, as 2005 was a period of increasing interest rates. Interest income decreased for the year end

December 31, 2004, compared to the year ended December 31, 2003, as a result of decreasing average investme
balances.

Interest expense increased for the year ended December 31, 2005, compared to the year ended December 2
2004, as a result of accreting the marketing expenses recorded on the balance sheet as “Accrued marketing costs.” O
actual cash contribution to certain selling and marketing expenses for Fuzeon in 2004, was limited to approximate
$11.2 million, even though Roche spent significantly more on these expenses. If certain cumulative levels of sales f
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Fuzeon in the United States and Canada are achieved, our share of any additional expenses incurred by Roche during
2004 will be payable to Roche beginning at a future date over several years from that future date. During the year
ended December 31, 2004, we reached our $11.2 million limitation for the year. We recorded an expense, and
associated liability, of approximately $15.6 million as part of collaboration loss during the year ended December 31,
2004. This represents the net present value of our estimated share of the additional expenses, discounted at a risk free
interest rate from the expected payment date based on achievement of the sales milestones in the agreement. We are
increasing the liability over time to the expected payment amount. In 2005 and 2004 we increased this liability by
$746,000 and $154,000, respectively, for accretion of interest. The total liability of $16.5 million is reflected on our
balance sheet under the caption “Accrued marketing costs.” Interest expense in 2003 is related to interest payments on
capital leases that were paid off during 2003.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements other than operating leases for our properties. In the past we
have entered into derivative transactions that represented call options sold on our stock to a third party financial
institution and were entered into in order to generate cash from the option premiums and provide us with the
opportunity to raise capital at prices significantly in excess of the market price at the time of the transaction. All of
these options have expired unexercised. In the event these options were exercised, we expect they would have been
settled by issuing shares of our stock. We may enter into similar transactions in the future, subject to market conditions.
We enter into these transactions as a potential method to raise capital and not to speculate on the future market price of
our stock. We have no subsidiaries or other unconsolidated limited purpose entities, and we have not guaranteed or
otherwise supported the obligations of any other entity.

Critical Accounting Policies

We believe the following accounting policies are the most critical to our financial statements. We believe they are
important to the presentation of our financial condition, and require the highest degree of management judgment to
make the estimates necessary to ensure their fair presentation. Actual results could differ from those estimates.

Revenue Recognition Under Staff Accounting Bulletin No. 104

Staff Accounting Bulletin (“SAB”) No. 104, “Revenue Recognition” summarizes the SEC’s views in applying
generally accepted accounting principles to revenue recognition in financial statements. SAB No. 104 establishes the
SEC’s view that it is not appropriate to recognize revenue until all of the following criteria are met: persuasive
evidence that an arrangement exists; delivery has occurred or services have been rendered; the seller’s price to the
buyer is fixed or determinable; and collectability is reasonably assured. Further, SAB No. 104 requires that both title
and the risks and rewards of ownership be transferred to the buyer before revenue can be recognized. We believe that
our revenue recognition policies as described below are in compliance with SAB No. 104.

Milestone Revenue and Deferred Revenue—Roche

SAB No. 104 provides guidance that it is appropriate to recognize revenue related to license and milestone
payments over the research and development term of a collaboration agreement. The primary estimates we make in
connection with the application of this policy are the length of the period of the research and development under our
collaboration agreement with Roche and the estimated commercial life of Fuzeon. In the event our judgment of the
length of these terms changes, the milestone revenue to be recognized under our collaboration with Roche would
change prospectively in accordance with Accounting Principles Board Opinion (“APB”) No. 20, “Accounting
Changes.” If either term were expected to be longer, the amount of revenue recognized would be less per quarter than
currently being recognized. If either term were expected to be shorter, the amount of revenue recognized would be
more per quarter than currently being recognized.

Through December 31, 2005, the Company has received a $10.0 million license fee, research milestone payments
of $15.0 million and $3.3 million in manufacturing milestones related to Roche achieving certain production levels.
The license fee and research milestones were recorded as deferred revenue and are being recognized ratably over the
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research and development period. The manufacturing milestones were also recorded as deferred revenue and are beir
recognized ratably through June 2013, which is the current expected commercial life of Fuzeon.

Collaboration Income (Loss)

Product sales of Fuzeon began in the United States on March 27, 2003 and are recorded by Roche. Under ti
collaboration agreement with Roche, the Company shares profits equally from the sale of Fuzeon in the United Stat
and Canada with Roche, which is reported as collaboration income (loss) in the Statements of Operations as
component of revenue. Collaboration income (loss) is calculated as follows: Total gross sales of Fuzeon in the Unite
States and Canada is reduced by any estimated discounts, rebates or returns resulting in total net sales. Net sales a
reduced by costs of goods sold resulting in gross margin. Gross profit is reduced by selling and marketing expenses ar
other costs related to the sale of Fuzeon, resulting in operating income or loss. The Company’s share of the operatir
income or loss is reported as collaboration income or loss as a component of revenue. Roche previously had :
exclusive distribution arrangement with Bioscrip to distribute Fuzeon in the United States. This exclusive arrangeme
terminated on April 26, 2004. Effective April 26, 2004, Fuzeon became available through retail and special
pharmacies across the U.S. Prior to April 26, 2004, revenue from product sales was recognized when title and risk
loss has passed to Bioscrip, which is when Bioscrip allocates drug for shipment to a patient. We do not believe the
were any shipments that were as a result of incentives and/or in excess of the wholesaler’s ordinary course of busine
inventory level. Beginning April 26, 2004, revenue is recognized when Roche ships drug and title and risk of lo
passes to wholesalers. Roche prepares its estimates for sales returns and allowances, discounts and rebates bast
primarily on their historical experience with Fuzeon and other anti-HIV drugs and their estimates of the payor mix f
Fuzeon, updated for changes in facts and circumstances on a quarterly basis. If actual results differ from the:
estimates, these estimates will be adjusted which could have an effect on results from operations in the period
adjustment.

We recognize 50% of the total Collaboration gross profit/loss which includes estimates made by and recorded |
Roche for reductions to gross sales for expected returns of expired products, government rebate programs, such
Medicaid reimbursements, and customer incentives, such as cash discounts for prompt payment. Estimates f
government rebate programs and cash discounts are determined by Roche based on contractual terms, historic
information from Roche’s anti-HIV drug portfolio, and Roche’s expectations regarding future utilization rates for the
programs. Estimates for product returns are based on an on-going analysis of industry return patterns and historic
return patterns by Roche for its anti-HIV drug portfolio. This includes the purchase of third-party data by Roche
assist Roche and us in monitoring channel inventory levels and subsequent prescriptions for Fuzeon. We also monit
the activities and clinical trials of our key competitors and assess the potential impact on future Fuzeon sales and retu
expectations where necessary. Expected returns for Fuzeon are generally low as Fuzeon has a high Wholesa
Acquisition Cost, or WAC, compared to other anti-HIV drugs, and requires significantly more storage space than oth
anti-HIV drugs due to the size of a monthly kit because Fuzeon requires twice daily injections. Consequent
wholesalers tend to stock only the necessary volumes of Fuzeon inventory. We believe that wholesalers hold 1.5 to
weeks of Fuzeon inventory on average. The current shelf life of Fuzeon is 36 months. Roche reviews the estimat
discussed above on a quarterly basis and revises estimates as appropriate for changes in facts or circumstances. The
estimates reduce our share of collaboration income or loss under our collaboration agreement.

Calculation of Compensation Costs for Stock Options Granted to Non-Employees

Compensation costs for stock options granted to non-employees are accounted for in accordance with Stateme
of Financial Accounting Standards (“SFAS”) No. 123 and Emerging Issues Task Force (“EITF”) Issue No. 96-1
which require that such compensation costs be measured at the end of each reporting period to account for changes
the fair value of the Company’s common stock until the options are vested. These costs are non-cash charges resulti
from stock option grants to non-employees. The primary estimate we make in connection with the calculation of tl
expense is the future volatility of our stock price used to calculate the value of the stock options in the Black-Schol
option-pricing model. At December 31, 2005, we estimated the future volatility at 50% based on the implied futu
volatility for call options in our stock quoted on the Chicago Board Options Exchange in January 2006. A high
volatility would result in greater compensation costs, and a lower volatility would result in lower compensation co:
for these stock options.
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In addition, the closing market price per share of our stock at the end of each reporting period has a significant
effect on the value of the stock options calculated using the Black-Scholes option-pricing model. A higher market price
per share of our stock would result in greater compensation costs, and a lower market price per share of our stock
would result in lower compensation costs for these stock options, all other factors being equal. At December 31, 20085,
there were options to purchase approximately 24,000 shares of common stock granted to non-employees outstanding
that were not fully vested that could result in additional changes in compensation costs under EITF 96-18.

Capitalization of Patent Costs

The costs of patents are capitalized and are amortized using the straight-line method over the estimated remaining
lives of the patents, either 17 years from the date the patent is granted or 20 years from the initial filing of the patent,
depending on the patent. These costs are primarily legal fees and filing fees related to the prosecution of patent filings.
We perform a continuous evaluation of the carrying value and remaining amortization periods of these costs. The
primary estimate we make is the expected cash flows to be derived from the patents. In the event future expected cash
flows derived from any patents are less than their carrying value, the related costs would be expensed at that time.

Accrued Marketing Costs

In 2004, we reached an agreement with Roche whereby our actual cash contribution to certain selling and
marketing expenses for Fuzeon in 2004 was limited to approximately $11.2 million, even though Roche spent
significantly more on these expenses. If certain cumulative levels of sales for Fuzeon in the United States and Canada
are achieved, our share of any additional expenses incurred by Roche during 2004 will be payable to Roche beginning
at a future date over several years from that future date. We currently estimate this date to be in 2011. During the year
ended December 31, 2004, we reached our $11.2 million limitation for the year. We recorded an expense, and
associated liability, of approximately $15.6 million as part of collaboration loss during the year ended December 31,
2004. This represents the net present value of our estimated share of the additional expenses, discounted at a risk free
interest rate from the expected payment date based on achievement of the sales milestones in the agreement. We are
increasing the liability over time to the expected payment amount. In 2005 and 2004, we increased this liability by
$746,000 and $154,000, respectively, for accretion of interest. The total liability of $16.5 miliion is reflected on our
balance sheet under the caption “Accrued marketing costs.”

Advanced Payment—Roche

We are making advance payments to Roche for our share of the cost of the capital improvements made at Roche’s
Boulder facility where Fuzeon drug substance is produced. Our anticipated share of this capital investment is
approximately $14.0 million. At December 31, 2005, we have paid $6.5 million and accrued $500,000 and expect to
pay approximately $500,000 per quarter through June 2009. This amount, net of charges to cost of goods sold as the
related inventory is sold, is recorded as an asset on our Balance Sheet under the caption “Advanced payment—Roche.”
This asset will be amortized to cost of goods sold based on the units of Fuzeon sold during the collaboration period.
We estimate that as of December 31, 2005, this asset has a remaining useful life of approximately 11 years. In the
event our collaboration agreement is terminated, we would not be obligated for any unpaid amounts for capital
investment. In addition, other peptide drug candidates discovered under our collaboration with Roche, including
T-1249, can be manufactured using this same Roche facility. The carrying value of this asset will be evaluated annually
for impairment or if a triggering event occurs.

Pursuant to the Manufacturing Amendment, the use of Roche owned facilities in Boulder for the manufacture of
Fuzeon will result in a credit to the collaboration if used to produce other products. During the period from July 2004
through June 2003, another product was produced using these facilities that resulted in a credit to the collaboration.
Our share of this credit is approximately $900,000 and has been recorded on our balance sheet as a reduction to the
“Advanced payment—Roche.” This credit offsets variances that would otherwise have been allocated to Fuzeon if the
facility had remained under-utilized and will be recognized when the related Fuzeon produced during this period is
sold.

55




Accounting and Other Matters

In December 2004, SFAS No. 123 (revised), “Share-Based Payment,” was issued. SFAS No. 123 (revised
requires that the cost resulting from all share-based payment transactions be recognized as a charge in the financia
statements. This statement establishes fair value as the measurement objective in accounting for share-based paymen
arrangements and requires all entities to apply a fair-value-based measurement method in accounting for share-basec
payment transactions with employees except for equity instruments held by employee share ownership plans. This
statement also establishes fair value as the measurement objective for transactions in which an entity acquires goods o1
services from non-employees in share-based payment transactions. This statement amends FASB Statement No. 95,
Statement of Cash Flows, to require that excess tax benefits be reported as a financing cash inflow rather than as a
reduction of taxes paid. This Statement replaces FASB Statement No. 123, Accounting for Stock-Based Compensation,
and supersedes APB Opinion No. 25, Accounting for Stock Issued to Employees. SFAS No. 123 (revised) is
effective—as of the beginning of the first interim or annual reporting period that begins after June 15, 2005. The
Company adopted this statement on January 1, 2006 and will apply the provisions of SFAS 123R to new awards and to
any awards that are unvested. Compensation cost for unvested awards will be recognized over the remaining service
period. The SFAS disclosure in the Company’s footnotes in Note 1 is not necessarily indicative of the potential impact
of recognizing compensation costs for share-based payments under 123R in future periods which will be impacted by
the number of options granted, the value of the options awards and other factors.

The FASB also issues exposure drafts for proposed statements of financial accounting standards. Such exposure
drafts are subject to comment from the public, to revisions by the FASB and to final issuance by the FASB as
statements of financial accounting standards. Management considers the effect of the proposed statements on our
financial statements and monitors the status of changes to issued exposure drafts and to proposed effective dates.

Corporate Code of Ethics

We have a code of ethics for our employees and officers. This document is available on our website at the
following address: htip:/trimeris.com/about/trimeris_code_of_ethics.pdf.

ITEM7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE OF MARKET RISK

Our exposure to market risk is primarily in our investment portfolio. We do not use derivative financial
instruments for speculative or trading purposes. Substantially all of our contracts are denominated in US dollars;
therefore, we have no material foreign currency risk. We have an investment policy that sets minimum credit quality
standards for our investments. The policy also limits the amount of money we can invest in any one issue, issuer or
type of instrument. We have not experienced any material loss in our investment portfolio and we believe the market
risk exposure in our investment portfolio has remained consistent over this period.

The table below presents the carrying value, which is approximately equal to fair market value, and related
weighted-average interest rates for our investment portfolio at December 31, 2005. Fair market value is based on
actively quoted market prices. Our investments are generally most vulnerable to changes in short-term interest rates in
the United States. Substantially all of our investments mature in twelve months or less, and have been given a rating of
Al or higher by a nationally recognized statistical rating organization or are the debt obligations of a federal agency
and, therefore, we believe that the risk of material loss of principal due to changes in interest rates is minimal.

Carrying Average
Amount Interest Rate
(thousands)
Cash and cash equivalents—fixedrate .......................... $22,951 411%
Investment securities—available-for-sale—fixedrate .............. 13,330 4.60%
Overnight cash investments—fixedrate ......................... 608 3.16%
Total investment securities ............ AP $36,889 4.28%




ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The information required by Item 8 is included in Item 15 of this Annual Report on Form 10-K.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

There have been no changes in or disagreements with the Company’s independent auditors, KPMG LLP.

ITEM 9A. CONTROLS AND PROCEDURES

Evaluation of Disclosure Controls and Procedures. We maintain “disclosure controls and procedures,” as such
term is defined in Rule 13a-15(e) under the Securities Exchange Act of 1934 (the “Exchange Act”), that are designed
to ensure that information required to be disclosed by us in reports that we file or submit under the Exchange Act is
recorded, processed, summarized, and reported within the time periods specified in Securities and Exchange
Commission rules and forms, and that such information is accumulated and communicated to our management,
including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding
required disclosure. Management recognizes that any disclosure controls and procedures, no matter how well designed
and operated, can provide only reasonable, not absolute, assurance that the objectives of the disclosure controis and
procedures are met. Additionally, in designing disclosure controls and procedures, our management necessarily applies
its judgment in evaluating the cost-benefit relationship of possible disclosure controls and procedures. The design of
any disclosure controls and procedures also is based in part upon certain assumptions about the likelihood of future
events, and there can be no assurance that any design will succeed in achieving its stated goals under all potential
future conditions.

Based on their evaluation as of December 31, 2005, as of such date, our Chief Executive Officer and Chief
Financial Officer have concluded that our disclosure controls and procedures were effective at the reasonable assurance
level.

Management’s Report on Internal Control over Financial Reporting. Our management is responsible for
establishing and maintaining adequate internal control over financial reporting as defined in Rule 13a-15(f) of the
Securities Exchange Act of 1934. Because of its inherent limitations, internal control over financial reporting may not
prevent or detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the
risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

Our management assessed the effectiveness of the company’s internal control over financial reporting as of
December 31, 2005. In making this assessment, our management used the criteria set forth by the Committee of
Sponsoring Organizations of the Treadway Commission (“COSQO”) in Internal Control—Integrated Framework. Based
on this assessment, management concluded that, as of December 31, 2005, our internal control over financial reporting
is effective based on those criteria.

Our management’s assessment of the effectiveness of our internal control over financial reporting as of
December 31, 2005 has been audited by KPMG LLP, an independent registered public accounting firm, as stated in
their report which appears on page F-1 of this Annual Report on Form 10-K.

Changes in Internal Control over Financial Reporting. There was no change in our internal control over

financial reporting that occurred during the quarter ending December 31, 2005 that has materially affected, or is
reasonably likely to materially affect, our internal control over financial reporting.

ITEM 9B. OTHER INFORMATION.

No information was required to be disclosed in a report on Form 8-K in the fourth quarter‘that was not so
disclosed.
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PART 111

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required by Item 10 is incorporated by reference from the Company’s Proxy Statement to be filed
by the Company with the Securities and Exchange Commission within 120 days after the end of the fiscal year.

ITEM 11. EXECUTIVE COMPENSATION

The information required by Item 11 is incorporated by reference from the Company’s Proxy Statement to be filed
by the Company with the Securities and Exchange Commission within 120 days after the end of the fiscal year.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The information required by Item 12 is incorporated by reference from the Company’s Proxy Statement to be filed
by the Company with the Securities and Exchange Commission within 120 days after the end of the fiscal year.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The information required by Item 13 is incorporated by reference from the Company’s Proxy Statement to be filed
by the Company with the Securities and Exchange Commission within 120 days after the end of the fiscal year.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by Item 14 as to principal accounting fees and services is incorporated by reference from
the Company’s Proxy Statement to be filed by the Company with the Securities and Exchange Commission within 120
days after the end of the fiscal year.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES

The following documents are filed as part of this report:

Page Number
(a)l. Financial Statements
Reports of Independent Registered Public Accounting Firm . ....... ... ... . ... ... .... F-1
Balance Sheets as of December 31, 2005 and 2004 . ... ... . .. F-3
Statements of Operations for the Years Ended December 31, 2005, 2004 and 2003 .......... .. F-4
Statements of Stockholders’ Equity for the Years Ended December 31, 2003, 2004 and 2005 . ... F-5
Statements of Cash Flows for the Years Ended December 31 2005, 2004 and 2003 .......... e F-6
Notes to Financial Statements .. ... .. i e F-7

(a)2. Financial Statement Schedules

All financial statement schedules required under Regulation S-X are omitted, as the required information is not
applicable.

(a)3. Exhibits

The Exhibits filed as part of this Form 10-K are listed on the Exhibit Index immediately preceding such Exhibits

and are incorporated by reference. The Company has identified in the Exhibit Index each management contract and

. compensation plan or arrangement filed as an exhibit to this Annual Report on Form 10-K in response to Item 15(b) of
Form 10-K.

b

~
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Trimeris, Inc.:

We have audited management’s assessment, included in the accompanying Management’s Report on Internal Control
over Financial Reporting, that Trimeris, Inc. (the Company) maintained effective internal control over financial
reporting as of December 31, 2005, based on criteria established in Internal Control—Integrated Framework issued by
the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s management is
responsible for maintaining effective internal control over financial reporting and for its assessment of the effectiveness
of internal control over financial reporting. Our responsibility is to express an opinion on management’s assessment
and an opinion on the effectiveness of the Company’s internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
effective internal control over financial reporting was maintained in all material respects. Qur audit included obtaining
an understanding of internal control over financial reporting, evaluating management’s assessment, testing and
evaluating the design and operating effectiveness of internal control, and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company’s internal control over financial reporting includes those policies
and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles, and that receipts and expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on
the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

In our opinion, management’s assessment that Trimeris, Inc. maintained effective internal control over financial
reporting as of December 31, 2005, is fairly stated, in all material respects, based on criteria established in COSO.
Also, in our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2005, based on criteria established in COSO.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the balance sheets of Trimeris, Inc. as of December 31, 2005 and 2004, and the related statements of
operations, stockholders’ equity, and cash flows for each of the years in the three-year period ended December 31,
2005, and our report dated March 8, 2006, expressed an unqualified opinion on those financial statements.

/s/ KPMG LLP

Raleigh, North Carolina
March 8, 2006




Report of Independent Registered Public Accounting Firm

The Board of Directors and Stockholders
Trimeris, Inc:

We have audited the accompanying balance sheets of Trimeris, Inc. (the Company) as of December 31, 2005 and 2004.
and the related statements of operations, stockholders’ equity and cash flows for each of the years in the three-year
period ended December 31, 2005. These financial statements are the responsibility of the Company’s management. Ous
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (Unitec
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of
Trimeris, Inc. as of December 31, 2005 and 2004, and the results of its operations and its cash flows for each of the
years in the three-year period ended December 31, 2005, in conformity with U.S. generally accepted accounting
principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (Unitec
States), the effectiveness of the Company’s internal control over financial reporting as of December 31, 2005, based or.
criteria established in Internal Control—Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (COSO), and our report dated March 8, 2006 expressed an unqualified opinion or
management’s assessment of, and the effective operation of, internal control over financial reporting.

/s/  KPMG LLP

Raleigh, North Carolina
March 8§, 2006
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TRIMERIS, INC,

BALANCE SHEETS
(in thousands, except par value)

December 31,

2005 2004
Assets
Current assets:
Cash and cash equivalents . ...... ... ... ittt i $ 23,559 $ 28,101
Investment securities-available-for-sale .. .......... . . i 13,330 20,301
Accounts receivable—Roche .. ... ... . 10,500 5,878
Other receivables ... ..ot e 54 144
Prepaid eXpenses ... .. ... e 1,369 1,630
Total CUITENt ASSELS . . . .ottt ettt et e e 48,812 56,054

Property, furniture and equipment, net of accumulated depreciation and amortization of
$10,316 and $11,646 at December 31, 2005 and 2004, respectively ... ................. 2,640 2,408
Other assets:
Patent costs, net of accumulated amortization of $292 and $200 at December 31, 2005

and 2004, respectively . ... ..ottt e 2,424 1,829
Advancedpayment—Roche . ... ... L 5,218 4,498
Deposits and other assets ... ... ...ttt e 1,048 31

Total OlNET AS IS . vttt i e e e 8,690 6,358
TOtA] ASSEES - . v v v et e e et e e e $ 60,142 $ 64,820

Liabilities and Stockholders’ Equity
Current liabilities:

Accounts payable ... ... ... e $§ 1919 § 1424
Accrued COMPENSALION . . . .o\ttt et ettt ittt it e e 2,841 2,981
Deferred revenue—RoOChE . .. .o it e e 1,722 2,185
ACCTUE BXPEIISES . . o oo\ v vttt ettt et e e 1,597 260
Total current liabilities . ... .. oot e e 8,079 6,850

Deferred revenue—ROCNE . . ... . e 10,477 11,736
Accrued marketing COSIS . . ... it e 16,507 15,761
Other Habilities . . ... o i e e e e e 706 127
Total Habilities . .. ... i e e e 35,769 34,474

Stockholders” equity:
Preferred stock at $.001 par value per share, 10,000 shares authorized, zero shares issued
and outstanding at December 31, 2005 and December 31,2004 ................... — _—
Common Stock at $.001 par value per share, 60,000 shares authorized, 22,057 and
21,917 shares issued and outstanding at December 31, 2005 and December 31,

2004 L e e 22 22
Additional paid-in capital . .. ... ... e 404,293 403,307
Accumulated deficit .. ... i e (378,470) (370,364)
Deferred compensation .. ......... ...t e (1,462) (2,613)
Accumulated other comprehensive 1oss .. ... . L (10) 6)

Total stockholders’ equity ... ....... ... it i 24,373 30,346
Total liabilities and stockholders’ equity ... ........ ... i, $ 60,142 $ 64,820

See accompanying notes to financial statements.
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TRIMERIS, INC.

STATEMENTS OF OPERATIONS
(in thousands, except per share data)

For the Years Ended December 2

2005 2004 2003

Revenue:
MIIEStONe FEVENIE . . .. .t e et e e e $ 1,722 $ 2,152 $ 2.9
ROYaltY TeVEnUE ... ..ottt e e e 8,784 4,556 7:

Collaboration income (10SS) .. ..o it i e 8,553 (16,125) (25,5

Total revenue and collaboration income (10SS) .. ...... .ot 19,059 9417) (21,70 )

Operating expenses:
Research and development:

Non-cash compensation ............. ... . ... i, 418 159 |
Other research and developmentexpense ............... ... ..., 17,856 21,154 36,8
Total research and developmentexpense ............... .. .. ..., 18,274 21,313 36,8.
General and administrative:
Non-cash compensation . ............ ..ottt 450 311 7¢
Other general and administrative expense ...............ooviiin... 8,986 9,840 7,81
Total general and administrative eXpense .. .........c.c.ooovieinneneinnnn.. 9,436 10,151 8,57
Total operating eXpenses . .. ..ottt it 27,710 31,464 45,4C
OPerating 1SS . . .ottt it e e (8,651) (40,881) (67,18
Other income (expense):
Interest INCOME . ...\ttt e ettt et e e e e e 1,300 953 1,53
Net loss on disposal of equipment ............... ... (9) — -
INCErest EXPENSe . . .« . oottt (746) (160) “@
Total other INCOME (EXPENSE) . ...\ ottt ettt i i 545 793 1,49
NEtIOSS .ottt e $(8,106) $(40,088) $(65,70

Basic and diluted netloss pershare .......... ... ... i, $ (037) $ (186) § (3.0

....................... 21,736 21,608 21,46

Weighted average shares used in per share computations

See accompanying notes to financial statements.
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Balance as of December 31,2002 ..

Netloss ..ovvvin i

Unrealized gain on available-for-sale
SECUTTteS ... vvveee e

Comprehensive (loss) income for
period ....... ... ...l
Exercise of stock options ..........
Issuance of stock for 401(K) match ..
Issuance of stock under Employee
Stock Purchase Plan ............
Amortization of deferred
compensation (reversal of
compensation expense) . .........

Balance as of December 31, 2003 ..

Netloss ..c..ovivieiiin .

Unrealized loss on available-for-sale
securities ... ... . ...

Comprehensive (loss) income for
period ...... ...l
Exercise of stock options ..........
Issuance of stock for 401(K) match ..
Issuance of stock under Employee
Stock Purchase Plan ............
Amortization of deferred
compensation (reversal of
compensation expense) . .........
Restricted stock grant(s) ...........
Restricted stock forfeited ..........
_ Restricted stock amortization . ... ...

Balance as of December 31, 2004 ..

Netloss ... vivinieinenn e,

Unrealized loss on available-for-sale
securities . ........ . 0iaiiL.n.

Comprehensive (loss) income for
period ... ...l
Exercise of stock options ..........
Issuance of stock for 401(K) match ..
Issuance of stock under Employee
Stock Purchase Plan ............
'Amortization of deferred
compensation . ................
Restricted stock grant(s) ...........
Restricted stock forfeited ..........
Restricted stock amortization ... ... .

Balance as of December 31, 2005 ..

TRIMERIS, INC.

STATEMENTS OF STOCKHOLDERS’ EQUITY
For the Years Ended December 31, 2003, 2004, and 2005

(in thousands)

See accompanying notes to financial statements.
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Accumulated
Preferred Stock  Common Stock Additional Other Net
Number Par Number Par Paid-in  Accumulated Deferred Comprehensive Stockholders’
of Shares Value of Shares Value  Capital Deficit Compensation Income (Loss) Equity
— $ — 21366 $21 $395,536 $(264,573) $ (824) $(33) $130,127
— — — — — (65,703) — — (65,703)
— — — — — — —_ 30 30
(65,673)
— — 156 1 2,243 — — — 2,244
— — 35 — 724 — — — 724
— — 16 — 480 — — — 480
— — — — (58) — 824 — 766
— $ — 21573 $22  $398,925 $(330,276) 38 — $3 $ 68,668
— — — — — (40,088) — — (40,088)
— — - - — — - 3) 3)
— — (40,091)
— — 56 — 505 — — — 505
—_ — 43 — 614 — — — 614
— — 15 — 180 — — — 180
— — — — @7 — — — @n
— — 242 — 3,283 — (3,283) — -
— — 12 = (173) — 173 — —
— — — — — — 497 — 497
- $ — 21917 $22  $403,307 $(370,364) $(2,613) $© $ 30,346
— — — — — (8,106) — — (8.106)
— — - — - - @ @
(8,110)
— — 85 — 440 — — — 440
— — 57 — 650 — — — 650
— — 20 — 179 — — — 179
— — — — 25 — — — 25
— — — - 5 — ) — —
— — 22) — (313) — 313 —
_ — — — — — 843 — 843
— § — 22057 $22  $404,293 $(378.,470) $(1,462) $110) $ 24,373




TRIMERIS, INC.

STATEMENTS OF CASH FLOWS
(in thousands)

For the Years Ended December 3

2005 2004 2003
Cash flows from operating activities: ‘
N 0SS oottt $ (8,106) $(40,088) $(65,7 )
Adjustments to reconcile net loss to net cash used by operating activities:
Depreciation and amortization of property, furniture and equipment ......... 1,022 1,340 1,6 |
Net loss on disposal of equipment .............. .. ... i, 9 — C
Other amortization . ... ... ..ottt e e e 105 64 g
Amortization of deferred revenue—Roche .. ...... ... ... o o, (1,722) (2,152) (2,9 )
Non-cash compensation 8Xpense .. ............eurrveirrineinneeennn.. 868 470 ¢
401 (K)planstockmatch ... ... .. ... 650 614 7
Patentcosts expensed ......... ... 118 163 2 ‘
Decrease (increase) in assets: !
Accounts receivable—Roche ... ... . .. (4,622) (5,878) -
Other receivables . . .. ..ot i e e e 118 (144)
Prepaid €Xpenses . ... ...t e e 261 476 97
Advanced payment—Roche, net . ......... .. ... i (720)  (4,498)
Deposits and Other assets . .. ........cunitune et (1,030) 37
Increase (decrease) in liabilities:
Accountspayable .......... ... 495 531 (59

Accounts payable—Roche (11,029) 4,22

Accrued compensation .. ........ .ttt (140) 1,242 (1,22 i
ACCTUEA EXPEISES - . -+ . . v\ 1,337 (414) 2 |
Accrued marketing COSES . . . ..ottt e 746 15,761 -
Deferred revenue—Roche . . ... i — 750 15,50
Other Habilities . ... .. it i e e e 579 127 -
Net cash used by operating activities . .................cc.cveiun.., (10,032) (42,628) (56,72

Cash flows from investing activities:
Purchases of investment securities—available-for-sale

.................... (34,313) (40,149) (53,15¢
Maturities of investment securities—available-for-sale

.................... 41,280 66,758 35,72

Proceeds from the sale of equipment ........... ... ... ... ... . ... ..., 37 — —
Purchases of property, furniture and equipment .......................... (1,328) (1,170) (1,37%
Patent COSES . . (805) (406) (90(
Net cash provided (used) by investing activities ..................... 4,871 25,033  (19,70%

Cash flows from financing activities: ‘
Principal payments under capital lease obligations ....................... — (274) (741
Employee stock purchase plan stockissnance ................. ... .. ... 179 180 48C
Proceeds from exercise of stock options .. ....... ..., 440 505 2,244
Net cash provided by financing activities . .......... ... ... ... ....... 619 411 1,983
Net decrease in cash and cashequivalents ............... ... ... ... ......... (4,542) (17,184) (74,444

Cash and cash equivalents at beginning of year .............................. 28,101 45,285 119,729

......... e $23,559 $ 28,101 $ 45,285
Supplemental disclosure of cash flow information:

Cash and cash equivalents at end of year

Cash paid during the period forinterest ................ ... ... . ... ... ... $ — $ 6 3 41
Supplemental disclosure of non-cash investing activity:
Other receivable for the sale of equipment .................. ... $ 28§ — 3 —

See accompanying notes to financial statements.
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TRIMERIS, INC.
NOTES TO FINANCIAL STATEMENTS

1. ORGANIZATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Organization

Trimeris, Inc. (the “Company”) was incorporated on January 7, 1993 in Delaware, to discover and develop novel
therapeutic agents that block viral infection by inhibiting viral fusion with host cells.

The Company has a worldwide agreement with F. Hoffmann-La Roche Ltd., or Roche, to develop and market
T-20, currently known as Fuzeon, whose generic name is enfuvirtide, and T-1249, or a replacement compound. Fuzeon
is manufactured and distributed by Roche through Roche’s sales and distribution network throughout the world in
countries where regulatory approval has been received. The Company shares gross profits equally from the sale of
Fuzeon in the United States and Canada with Roche, and receives a royalty based on net sales of Fuzeon outside the
United States and Canada.

Liquidity
Although the Company has sufficient liquidity to fund its cash flow requirements through 2006, we have
experienced negative cash flows from operations since our inception and do not anticipate generating sufficient
positive cash flows to fund our operations in the foreseeable future. Although we expect to share the future
development costs for Fuzeon and our other potential peptide drug candidates covered under the collaboration
agreement, for the United States and Canada equally with Roche, we have expended, and expect to continue to expend

in the future, substantial funds to pursue our drug candidate and compound discovery and development efforts,
including: )

» expenditures for marketing activities related to Fuzeon,
» research and development and preclinical testing of other products candidates,
* the development of our proprietary technology platform, and

» possible acquisitions and in licensing of research programs, clinical stage products and marketed products.

Under the current operating environment, based on current sales levels of Fuzeon, we expect that our existing
capital resources, together with the interest earned thereon, will be adequate to fund our current programs based on
current expectations. However, any reduction in Fuzeon sales below currently expected levels or increase in
expenditures beyond currently expected levels would increase our capital requirements substantially beyond our
current expectations. If we require additional funds and such funds are not available through debt or equity financing,
or collaboration arrangements, we will be required to delay, scale-back or eliminate certain preclinical testing, clinical
trials and research and development programs, including our collaborative efforts with Roche. In the event Roche
becomes unable or unwilling to share future development expenses for Fuzeon, T-1249 or our other potential drug
candidates, our capital requirements would increase substantially beyond our current expectations.

Since our initial public offering in 1997, we have obtained the majority of our funding through public or private
offerings of our common stock. We expect to continue to obtain our funding through public or private offerings of our
common stock until such time, if ever, as we are able to generate significant funds from operations.

Cash and Cash Equivalents

The Company considers all highly liquid debt instruments with an original maturity of three months or less to be
cash equivalents. Cash and cash equivalents of $23.6 million and $28.1 million at December 31, 2005 and 2004,
respectively, are stated at cost and consist primarily of overnight commercial paper, variable rate demand notes,
commercial paper, short-term debt securities and mutual funds that hold these securities. The carrying amount of cash
and cash equivalents approximates fair value.
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TRIMERIS, INC.
NOTES TO FINANCIAL STATEMENTS—CONTINUED

Investment Securities—Available-For-Sale

Investment securities, which consist of short-term debt securities, short-term corporate securities, municipal
bonds, commercial paper, auction rate securities and federal agency securities, are classified as available-for-sale, and
are reported at fair value based on quoted market prices. The cost of securities sold is determined using the specific
identification method when computing realized gains and losses. Unrealized gains and losses are included as a
component of stockholders’ equity until realized.

In accordance with its investment policy, the Company limits the amount of credit exposure with any one issuer.
These investments are generally not collateralized and typically mature within one year.

Financial Instruments

SFAS No. 107, “Disclosures about Fair Value of Financial Instruments,” as amended, requires disclosure of fair
value information about financial instruments, whether or not recognized in the balance sheet, for which it is
practicable to estimate fair value. Fair value is defined in the SFAS as the amount at which the instruments could be
exchanged in a current transaction between willing parties, other than in a forced or liquidation sale. Fair value is
determined using available market information.

Financial instruments other than investment securities—available-for-sale held by the Company include accounts
receivable, accrued marketing costs, and accounts payable. The Company believes that the carrying amount of these
financial instruments approximates their fair value. The Company also has commitments of approximately $1.6 million
as described in note 11. The Company believes this amount reflects the approximate fair value of these commitments.

Property, Furniture and Equipment

Property, furniture and equipment are recorded at cost.

Depreciation is calculated using the straight-line method over the estimated useful lives of the assets. Leasehold
improvements are amortized using the straight-line method over the lesser of the lease term or estimated useful life of
the asset.

The depreciable lives of our property, furniture and equipment are as follows:

Equipment and furniture ................. 3.5 years

Computer / software .................... 3 years

Leasehold improvements . ................ Lesser of useful life or life of lease
Intangible Assets

Management performs a continuing evaluation of the carrying value and remaining amortization periods of
unamortized amounts of intangible assets. Any impairments would be recognized when the expected future operating
cash flows derived from such intangible assets are less than their carrying value. During 2005, 2004 and 2003,
$118,000, $163,000 and $424,000 respectively, of patent costs were expensed in other research and development
expense because the expected future operating cash flows from these patents was less than their carrying value.

The costs of patents are capitalized and are amortized using the straight-line method over the estimated remaining
lives of the patents, the longer of 17 years from the date the patent is granted or 20 years from the initial filing of the
patent. Financing costs were incurred as part of the Company’s capital lease agreements and are amortized straight-line
over the lease term.




TRIMERIS, INC.,
NOTES TO FINANCIAL STATEMENTS—CONTINUED

Patent amortization expense was $92,000, $64,000 and $71,000 in 2005, 2004 and 2003, respectively. The
estimated aggregate amortization expense for the next five years is $113,000 per year for 2006 through 2010.

Also included in patent costs are intangibles that are not currently being amortized of $1.2 million and $1.4
million as of December 31, 2005 and 2004, respectively.

Accrued Marketing Costs

The Company and Roche agreed to limit the Company’s actual cash contribution to the Fuzeon selling and
marketing expenses in 2004 to approximately $11.2 million, even though Roche spent significantly more on these
expenses. If certain cumulative levels of sales for Fuzeon in the United States and Canada are achieved, the Company’s
share of the additional expenses incurred by Roche during 2004 will be payable to Roche beginning at a future date
over several years from that future date. The Company currently estimates this date to be in 2011. During the year
ended December 31, 2004, the Company’s share of selling and marketing expenses exceeded $11.2 million. During
2004, the Company recorded $15.6 million as part of collaboration loss, which represented the net present value of the
Company’s estimated share of the expenses that were in excess of approximately $11.2 million. This amount was
determined by taking into account the expected timing and terms of payment under the agreement, discounted at a risk
free interest rate. The Company is increasing the liability over time to the expected payment amount. In 2005 and 2004
the Company increased the initial recorded liability by $746,000 and $154,000, respectively for accretion of interest.
The total liability of $16.5 million and $15.8 million at December 31, 2005 and 2004, respectively, is reflected on our
balance sheet under the caption “Accrued marketing costs.”

For the year ended December 31, 2005, Trimeris has recorded its share of selling and marketing expenses in
accordance with terms and conditions of an agreement we executed with Roche in May of 2005.

Advanced Payment—Roche

In September 2005, the Company entered into a Letter of Amendment (* Manufacturing Amendment”) with
Roche setting forth certain rights and responsibilities with respect to the manufacture and sale of Fuzeon. The
Company will pay Roche for the Company’s share of the capital invested in Roche’s manufacturing facility over a
seven-year period. The Company’s anticipated share of this capital investment is approximately $14.0 million. As a
result, the Company recognized an initial payment of $4.0 million at June 2004, and expects to pay approximately
$500,000 per quarter through June 2009. As a result, Roche will no longer include the depreciation related to the
manufacturing facility in the cost of goods sold. In the event our collaboration agreement is terminated, the Company
would not be obligated for any unpaid amounts for capital investment.

These payments, net of the portion allocated to cost of goods sold, are recorded as an asset presented as
“Advanced payment—Roche.” This asset is amortized based on the units of Fuzeon sold during the collaboration
period, in order to properly allocate the capital investment to cost of goods sold as the related inventory is sold in future
periods. Assuming all payments are made and sales of Fuzeon continue, the Company estimates that this asset has a
remaining useful life of approximately 11 years. In addition, other peptide drug candidates discovered under our
collaboration with Roche could be manufactured using the same Roche facility. The carrying value of this asset will be
evaluated annually for impairment or if a triggering event occurs.

Under the Manufacturing Amendment (see Note 9), the use of Roche owned facilities in Boulder for the
manufacture of Fuzeon will result in a credit to the collaboration if used to produce other products for Roche. During
the period from July 2004 through June 2005, a key intermediate of another product was produced using these facilities
that resulted in a credit to the collaboration. The Company’s share of this credit is approximately $900,000 and has
been recorded on the Company’s balance sheet as a reduction to the “Advanced payment—Roche.” This credit offsets
variances that would otherwise have been allocated to Fuzeon if the facility had remained underutilized and wiil be
recognized when the related Fuzeon produced during this period is sold.
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TRIMERIS, INC.
NOTES TO FINANCIAL STATEMENTS—CONTINUED

Milestone Revenue and Deferred Revenue—Roche

Through December 31, 2005, the Company has received a $10.0 million license fee, research milestone paymer
of $15.0 million and $3.3 million in manufacturing milestones related to Roche achieving certain production leve
The license fee and research milestones were recorded as deferred revenue and are being recognized ratably over t!
research and development period. The manufacturing milestones were also recorded as deferred revenue and are beir
recognized ratably over the commercial life of Fuzeon or through June 2013.

At the time of the license fee payment, Roche was granted a warrant to purchase Trimeris stock. The fair value
the warrant, $5.4 million, was credited to additional paid-in capital in 1999, and as a reduction of the $10.0 millio
license fee payment.

Over the course of the collaboration our estimate of the end of the research and development period has changed:

» During the fourth quarter of 2002, we changed our estimate of the end of this research and developmer
period to 2007 based on the expected development schedule of T-1249 or a replacement compound, the fina
compound covered by our collaboration agreement with Roche.

* During the first quarter of 2004, we changed our estimate of the end of the research and development period t¢
2010 from 2007. This change was due to a change in estimate of the development period for T-1249 or :
replacement compound as further clinical development of T-1249 has been placed on hold. We recognizec
approximately $800,000 less of milestone revenue for the year ended December 31, 2004 compared to the
year ended December 31, 2003 due largely in part to this change in estimate.

* In January 20035, based on our current evaluation of our research and development programs, we placed
further clinical development of T-1249 on hold indefinitely due to challenges in achieving an extended release
formulation that would allow significantly less dosing frequency. Taking into account the additional research
that will be required to achieve our goals for formulation, in January 2005, we changed our estimate of the end
of the research and development period from December 2010 to December 2012; as a result we recognized
approximately $500,000 less revenue in 2005 compared to 2004,

In December 2005, Roche and Trimeris agreed to an amount to be reimbursed to Trimeris, for research expenses
incurred over the course of the year. For 2005, the total reimbursement of research expenses from Roche amounted to
$2.0 million and was recorded in the fourth quarter of 2005, as a reduction of research and development expense. This
payment did not become due until January 2006 upon the next generation peptides passing Roche’s internal review and
is distinct from the milestone payments that were made under the collaboration agreement signed in 1999, In addition,
in January 2006, Roche agreed to pay Trimeris $2.5 million for research that was performed outside the research plan
during 2005. In February 2006, Trimeris received this payment. This $2.5 million payment will be recognized as a

component of revenue during 2006, over the term of the annual 2006 research plan (the period of Trimeris’ continuing
involvement).

Royalty Revenue

The Company receives royalties on sales of Fuzeon in countries outside of the United States and Canada. Roche is
responsible for all activities related to Fuzeon outside of the United States and Canada, including regulatory,
manufacturing, sales and distribution. These royalties are recognized as revenue when the sales are earned. Royalties of

$8.8 million, $4.6 million and $755,000 were recognized as revenue during the years ended December 31, 2005, 2004,
and 2003, respectively.

Collaboration Income (Loss)

Product sales of Fuzeon began in the United States on March 27, 2003 and are recorded by Roche. Under the
collaboration agreement with Roche, the Company shares gross profits equally from the sale of Fuzeon in the United
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States and Canada with Roche. Collaboration income (loss) is calculated as follows: Total gross sales of Fuzeon in the
United States and Canada is reduced by any discounts, returns or rebates resulting in total net sales. Net sales are
reduced by costs of goods sold resulting in gross profit. Gross profit is reduced by selling, marketing and other
expenses related to the sale of Fuzeon, resulting in operating income or loss. The Company’s share of the operating
income or loss is reported as collaboration income or loss as a component of revenue. Total net sales of Fuzeon in the
United States and Canada were $112.7 million, $85.7 million and $28.3 million during the years ended December 31,
2005, 2004 and 2003, respectively. During the year ended December 31, 2005, the gross profit from the sale of Fuzeon
exceeded sales, marketing and other expenses resulting in the Company’s share of operating income from the sale of
Fuzeon in the United States and Canada of $8.6 million. During the years ended December 31, 2004 and 2003, sales,
marketing and other expenses exceeded the gross profit from the sale of Fuzeon resulting in the Company’s share of
operating loss of $16.1 million and $25.5 million, respectively.

Roche previously had an exclusive distribution arrangement with Bioscrip, Inc. (“Bioscrip”), formerly known as
Bioscrip, Inc., to distribute Fuzeon in the United States during 2003, This exclusive arrangement terminated on
April 26, 2004. Effective April 26, 2004, Fuzeon became available through retail and specialty pharmacies across the
United States. Prior to April 26, 2004, revenue from product sales had been recognized when title and risk of loss had
passed to Bioscrip, which was when Bioscrip allocated drug for shipment to a patient. Since April 26, 2004, revenue is
recognized when Roche ships the drug and title and risk of loss passes to wholesalers.

It is important to recognize that Roche is responsible for the manufacture, sales, marketing and distribution of
Fuzeon. Roche is manufacturing bulk quantities of Fuzeon drug substance in its Boulder, Colorado facility and is
producing finished drug product from bulk drug substance at another Roche facility. The finished drug product is then
shipped to a Roche facility for distribution. Roche’s sales force is responsible for selling Fuzeon. Under the Company’s
collaboration agreement with Roche, the Company does not have the ability or rights to co-market this drug or field our
own Fuzeon sales force. All third party contracts for manufacturing, distribution, sale, and reimbursement are between
Roche and the third party. The Company is not a party to any of the material contracts in these areas. Roche provides
the Company with information on manufacturing, sales and distribution of Fuzeon. Roche is responsible for estimating
reductions to gross sales for expected returns of expired products, government rebate programs, such as Medicaid
reimbursements, and customer incentives, such as cash discounts for prompt payment. The Company reviews these
items for accuracy and reasonableness.

Roche prepares estimates for sales returns and allowances, discounts and rebates based primarily on their
historical experience with Fuzeon and other anti-HIV drugs and their estimates of the payor mix for Fuzeon, updated
for changes in facts and circumstances on a quarterly basis. If actual results differ from these estimates, these estimates
will be adjusted which could have an effect on results from operations in the period of adjustment.

Concentrations

The Company has a collaboration agreement with Roche, which accounted for 100% of the Company’s royalty
revenue for the years ended December 31, 2005, 2004 and 2003. This agreement with Roche also provides the basis for
substantially all of the Company’s results from the collaboration. Substantially all of the accounts receivable at
December 2005 and 2004, are comprised of receivables from Roche.

Research and Development

Research and development costs, including the cost of producing drug material for clinical trials, are charged to
operations as incurred.

Income Taxes

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences
between financial statement carrying amounts of existing assets and liabilities, and their respective tax bases and
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operating loss and tax credit carry-forwards. Deferred tax assets and liabilities are measured using enacted tax r:
expected to apply to taxable income in the years in which those temporary differences are expected to be recoverec
settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the per
that includes the enactment date. The Company has established a valuation allowance against its deferred tax assets «
to the uncertainty surrounding the realization of such assets.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the Unii
States of America requires management to make estimates and assumptions that affect the reported amounts of ass:
and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the report
amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates. T
most significant estimates made by the Company in the preparation of its financial statements are: the estimate of t
length of the research and development period for our Roche coilaboration; the estimate of the future volatility of o
stock price used to calculate the value of stock options granted to non-employees; the estimate(s) of sales returns a
allowances, discounts and rebates related to sales of Fuzeon; the estimate of losses incurred related to unusable produ
and supplies; the estimate of the period when our liability for accrued marketing costs comes due; the estimate of ti
patent life of Fuzeon; and the estimate of the expected future operating cash flows from our intangible patent assets.

Net Loss Per Share

In accordance with SFAS No. 128, “Earnings Per Share” (“SFAS No. 128”), basic loss per common share i
calculated by dividing net loss by the weighted-average number of common shares outstanding for the period afte
certain adjustments described below. Diluted net income per common share reflects the maximum dilutive effect o
common stock issuable upon exercise of stock options, stock warrants, purchases under the Employee Stock Purchas
Plan and conversion of preferred stock. Diluted net loss per common share is not shown, as common equivalent share.
from stock options, restricted stock, and stock warrants, would have an anti-dilutive effect. At December 31, 2005
2004 and 2003, there were 3,393,000, 3,244,000 and 2,701,000 options to purchase common stock outstanding
respectively. At December 31, 2005, 2004 and 2003, there was a warrant outstanding with Roche to purchase 362,00(
shares of common stock. At December 31, 2002, there were 3,000 shares of unvested restricted stock outstanding,
which became fully vested during 2003. At December 31, 2005 there were 157,000 restricted stock grants, which
become fully vested in 2007 and 50,000 restricted stock grants, which become fully vested in 2008, At December 31,

2004, there were 179,000 restricted stock grants, which become fully vested in 2007 and 50,000 restricted stock grants,
which become fully vested in 2008.

Stock-Based Compensation

SFAS No. 123, “Accounting for Stock-Based Compensation” (“SFAS No. 123”), encourages, but does not require
companies to record compensation cost for stock-based employee compensation plans at fair value. The Company has
chosen to continue to account for employee stock-based compensation using the method prescribed in Accounting
Principles Board Opinion (“APB”) No. 25, “Accounting for Stock Issued to Employees,” and related interpretations.
Accordingly, compensation cost for stock options is measured as the excess, if any, of the quoted market price of the
Company’s stock at the date of the grant over the amount an employee must pay to acquire the stock.

Compensation costs for stock options granted to non-employees are accounted for in accordance with SFAS
No. 123 and Emerging Issues Task Force (“EITF”) 96-18, “Accounting for Equity Instruments That Are Issued to
Other Than Employees for Acquiring, or in Conjunction with Selling, Goods or Services,” which require that

compensation be measured at the end of each reporting period for changes in the fair value of the Company’s common
stock until the options are vested.

SFAS No. 123 permits entities to recognize as expense over the vesting period the fair value of all stock-based
awards on the date of grant. Alternatively, SFAS No. 123 also allows entities to continue to apply the provisions of
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APB Opinion No. 25 and provide pro forma net income and pro forma earnings per share disclosures for employee
stock option grants as if the fair-value-based method defined in SFAS No. 123 had been applied. The Company has
elected to continue to apply the provisions of APB Opinion No. 25. Had the Company determined compensation
expense based on the fair value at the grant date for its stock-based plans under SFAS No. 123, the Company’s net loss
and basic loss per share would have been increased to the pro forma amounts indicated below for the years ended
December 31 (in thousands, except per share data):

2005 2004 2003

Net loss:
ASTEPOTIEA . . it e $ (8,106) 3(40,088) $(65,703)
Compensation cost recorded under APB Opinion No. 25 ............ 843 497 824
Compensation cost resulting from common stock options, restricted

stock and employee stock purchaseplan ....................... (6,030) (9,284) (13,813)
Proforma .. .. e e $(13,293) $(48,875) $(78,692)
Basic and diluted loss per share:
Asreported ... ..o $ (037) $ (186) $ (3.06)
Proforma . ... .. . $ (061) $ (226) $ (3.67)

The fair value of common stock options is estimated on the date of grant using the Black-Scholes option-pricing
model with the following assumptions used:

2005 2004 2003

Estimated dividend yield . ........ ... it e 0.00% 0.00% 0.00%
Expected stock price volatility ....... ... ... i 500% 50.0% 50.0%
Risk-free INterest rate . ... ... ...ttt e e e 426% 3.50% 3.50%
Expected life of OPHONS ... ... i e 5 years 5years 5 years
Expected life of employee stock purchase planoptions .. ........... ... ... u. 2 years 2years 2 years

In December 2004, SFAS No. 123 (revised), “Share-Based Payment,” was issued. SFAS No. 123 (revised)
requires that the cost resulting from all share-based payment transactions be recognized as a charge in the financial
statements. This statement establishes fair value as the measurement objective in accounting for share-based payment
arrangements and requires all entities to apply a fair-value-based measurement method in accounting for share-based
payment fransactions with employees except for equity instruments held by employee share ownership plans. This
statement also establishes fair value as the measurement objective for transactions in which an entity acquires goods or
services from non-employees in share-based payment transactions. This statement amends FASB Statement No. 95,
Statement of Cash Flows, to require that excess tax benefits be reported as a financing cash inflow rather than as a
reduction of taxes paid. This Statement replaces SFAS Statement No. 123, Accounting for Stock-Based Compensation,
and supersedes APB Opinion No. 25, Accounting for Stock Issued to Employees. The Company will adopt this
statement on January 1, 2006 and will apply the provisions of SFAS 123R to new awards and to any awards that are
unvested. Compensation cost for unvested awards will be recognized over the remaining service period. The SFAS
disclosure above is not necessarily indicative of the potential impact of recognizing compensation costs for share-based
payments under 123R in future periods which will be impacted by the number of options granted, the value of the
options awards and other factors.

Comprehensive Income

Comprehensive income (loss) includes all non-owner changes in equity during a period and is divided into two
broad classifications: net income (loss) and other comprehensive income (“OCI”). OCI includes revenue, expenses,
gains, and losses that are excluded from earnings under generally accepted accounting principles. For the Company,
OCI consists of unrealized gains or losses on securities available-for-sale.
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Segment Reporting

SFAS No. 131, “Disclosure about Segments of an Enterprise and Related Information,” establishes standard ‘or
reporting information about the Company’s operating segments. The Company operates in one business segment he
business of discovery, development and commercialization of novel pharmaceuticals.

2. INVESTMENT SECURITIES—AVAILABLE-FOR-SALE

The following is a summary of available-for-sale securities. Estimated fair values of available-for-sale secur. s
are based generally on quoted market prices (in thousands).

Gross Gross

Amortized Unrealized Unrealized Mar
Cost Gains Losses Val _

December 31, 2005
Other debt securities maturing within Yyear ....................... $ 575 — — $§ L5
Other debt securities maturing after 1 year through 5 years ............ 5,920 — 5 58
Corporate debt securities maturing within Iyear .................... 1,068 — 1 Lo T
Corporate debt securities maturing after 1 year through Syears ........ 1,568 — 4 1,5 |
Corporate debt securities maturing after i0years .................... 701 — — 7
Municipal bonds maturing after 5 years through 10years ............. 602 — — 6
Municipal bonds maturing after 10years .......................... 2,906 — — 2,9

$13,340 $— $10 $13,3
December 31, 2004 ;
Federal agency securities maturing within 1year .................... $ 1,506 $— $3 $ 1,5
Federal agency securities maturing after 1 year through 5 years ........ 501 — 1 5(
Corporate debt securities maturing within L year .................... 1,007 — 1 1,0C
Corporate debt securities maturing after 10 years .................... 1,000 — _ 1,0C
Other debt securities maturing after 1 year through Syears ............ 730 — 1 72
Other debt securities maturing after 5 year through 10 years ........... 1,637 — — 1,63
Other debt securities maturing after 10years ....................... 10,235 — — 10,23.
Municipal bonds maturing after 10 years ........ ... ... o0, 3,691 — — - 3,69

$20,307 $— $6 $20,30:

There were no sales of these investments or realized gains or losses during 2005 or 2004. All unrealized losses or

investment securities are considered to be temporary given the credit ratings on these investment securities and the
short durations of the unrealized losses.

3. LEASES
The Company had no property, furniture or equipment under capital leases at December 31, 2005 and 2004.

The Company has several non-cancelable operating leases, primarily for office space and office equipment, that
extend through January 2015. Rental expense, including maintenance charges, for operating leases during 2005, 2004
and 2003 was $2.4 million, $1.9 million, and $1.7 million respectively.
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Future minimurm lease payments under non-cancelable operating leases (with initial or remaining lease terms in
excess of one year) of December 31, 2005 (in thousands) are:

OPERATING
__LEASES
Year ending December 31:
2000 .. e $ 1,508
2007 e e 1,508
2008 . e 1,538
2000 .« e e 1,569
2000 e 1,600
Thereafter ... e 6,873
Total minimum 18ase PAyMENntS . . . . ..ottt ettt ie e $14,596

4. PROPERTIES, FURNITURE AND EQUIPMENT

Property, furniture and equipment consists of the following at December 31, 2005 and 2004 (in thousands):

2005 2004
Furniture and equipment . ........ ... i $11,790 $ 12,896
Leasehold improvements .. .......c.c.ouuniirit i 1,166 1,158

12,956 14,054
Less accumulated depreciation and amortization . ..............c.coveenian.. (10,316)  (11,646)

$ 2,640 $ 2,408

5. STOCKHOLDERS’ EQUITY
Derivative Transactions

In April 2002, the Company entered into a set of derivative transactions with a financial institution that could have
been settled by selling up to a total of 200,000 shares of its stock to the financial institution at prices significantly
higher than the market price per share of the Company’s stock at the inception of the transaction. The Company
received approximately $388,000 in proceeds that were accounted for as an increase to additional paid-in capital in
accordance with EITF Issue No. 00-19, “Determination of Whether Share Settlement Is within the Control of the
Company for Purposes of Applying EITF Issue No. 96-13, “Accounting for Derivative Financial Instruments Indexed
to, and Potentially Settled in, a Company’s Own Stock.” Alternatively, the Company had the option to settle these
contracts by making a cash payment to the financial institution for the underlying value of the derivative contracts to
the financial institution on the settlement date. The Company intended to settle the contracts by issuing shares. The
derivative transactions relating to these 200,000 shares expired unexercised in April 2003.

Warrant

In July 1999, the Company granted Roche a warrant to purchase 362,000 shares of common stock at a purchase
price of $20.72 per share. The warrant is exercisable prior to the tenth annual anniversary of the grant date and was not
exercised as of December 31, 2005. The fair value of the warrant of $5.4 million was credited to additional paid-in
capital in 1999, and as a reduction of the $10.0 million up-front payment received from Roche. We deferred $4.6
million, the net of the $10.0 million up-front payment and the $5.4 million in warrants, over the research and
development period. The value was calculated using the Black-Scholes option-pricing model using the following
assumptions; estimated dividend yield of 0%; expected stock price volatility of 86.00%; risk-free interest rate of
5.20%; and expected option life of ten years.
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Preferred Stock

The Board of Directors has the authority to issue shares of preferred stock and to fix the rights, preferet s,
privileges and restrictions thereof, including dividend rights, conversion rights, voting rights, terms of redemption, 1d
liquidation preferences, without any further vote or action by the stockholders.

6. STOCK OPTION PLAN

In 1993, the Company adopted a stock option plan, which allows for the issuance of non-qualified and incen ‘e
stock options. During 1996, the Trimeris, Inc. New Stock Option Plan (the “Stock Option Plan”) was implemented d
replaced the 1993 plan. Under the Stock Option Plan, as amended, the Company may grant non-qualified or incen e
stock options for up to 5,752,941 shares of common stock. The exercise price of each incentive stock option shall
be less than the fair market value of the Company’s common stock on the date of grant and an option’s maximum t« n
is ten years. Outstanding. incentive stock options have been issued at prices ranging from $0.34 to $78.50 per sh: &
The vesting period generally occurs over four years. At December 31, 2005, there were approximately 693,000 opti- s
remaining available for grant. All incentive stock options which had been granted under the 1993 plan were cancel {1
at inception of the Stock Option Plan while the non-qualified stock options remain outstanding at an exercise price
$0.43. No more grants will be made under the 1993 plan.

Stock option transactions for the years ended December 31, 2005, 2004 and 2003 are as follows:

Weighted Weighted Weigh

Average Average Avera

Exercise Exercise Exerci

2005 Price 2004 Price 2003 Prict

Options outstanding at January 1 ............. 3,244,000 $27.09 2,701,000 $33.38 2,484,000 $31.2
Granted ............... . i 691,000 12.01 945,000 14.18 472,000 40.7
Exercised ............. .. ... ... .. ... (85,000) 5.19 (56,000) 9.02 (156,000) 143
Cancelled ................ciiiiiin.. (457,000 33.36  (346,000) 43.79 (99,000) 47.0
Options outstanding atend of period .......... 3,393,000 $23.83 3,244.000 $27.09 2,701,000 $33.3

The following summarizes information about stock options outstanding as of December 31, 2005:

Options Outstanding Options Exercisable

Weighted

Number Average
Qutstanding Remaining Weighted Weighted
as of December 31, Contractual Average Number Average

Range of Exercise Price 2005 Life Exercise Price  Exercisable Exercise Pric

$0.34-1.00 ... 43,000 1.07 $ 0.65 43,000 $ 0.65
$1.01-B.OD ....... .. 179,000 2.31 $ 7.86 178,000 $ 7.86
$9.00-11.625 ... ........ .. ... 885,000 6.41 $11.46 522,000 $11.57
$11.626-1500 .............. ... ... ..... 677,000 9.01 $13.58 260,000 $14.23
$15.01-40.00 ... ... 654,000 7.16 $20.91 361,000 $24.78
$40.00-45.11 ... ... .. i 479,000 6.31 $42.96 458,000 $43.02
$45.12-5000 ... 264,000 6.65 $47.22 253,000 $47.30
$50.00-7850 ... 212,000 4.53 $63.03 212,000 $63.03
$034-78.50 . ... 3,393,000 §_6_8 $23.83 2,287,000 $28.47

The Company applies APB Opinion No. 25 and related interpretations in accounting for its plans. Accordingly,
compensation cost related to stock options issued to employees would be recorded on the date of grant only if the
current market price of the underlying stock exceeded the exercise price. The Company recorded deferred charges of
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$5,000 in 2005, $3.3 million in 2004 and $0 in 2003, representing the fair value of restricted common stock granted to
employees.

Compensation expense for employee stock options was approximately $767,000 in 2003. No compensation
expense for employee stock options was recognized in 2005 or 2004.

Compensation costs for stock options granted to non-employees are accounted for in accordance with SFAS
No. 123 and EITF 96-18 over the service period that generally coincides with vesting, generally four years. The
measurement date for the calculation of compensation expense is considered to be the date when all services have been
rendered or the date that options are fully vested. Compensation expense is recognized during interim periods up to the
measurement date based on changes in the fair value of the Company’s common stock. Compensation expense of
$25,000 was recorded as an increase to additional paid in capital for the year ended December 31, 2005. Compensation
expense reversal of $27,000 and $58,000 was recorded as a decrease to additional paid-in capital for the years ended
December 31, 2004 and 2003, respectively.

7. INCOME TAXES

At December 31, 2005, the Company has net operating loss carryforwards (NOLs) for federal tax purposes of
approximately $343.6 million, which expire in varying amounts between 2013 and 2025. The Company has state net
economic losses of approximately $259.4 million, which expire in varying amounts between 2008 and 2020. The
Company has research and development credits of $10.1 million, which expire in varying amounts between 2013 and
2025.

The Tax Reform Act of 1986 contains provisions, which limit the ability to utilize net operating loss
carryforwards and tax credit carryforwards in the case of certain events including significant changes in ownership
interests. If the Company’s NOLs and/or tax credits are limited, and the Company has taxable income, which exceeds
the permissible yearly NOL, the Company would incur a federal income and/or state tax liability even though NOLs
would be available in future years.

The components of deferred tax assets and deferred tax liabilities as of December 31, 2005 and 2004 are as
follows (in thousands):

2005 2004

Deferred tax assets:

Tax loss carryforwards .. ... i e $ 128,644 $ 125,119

Taxcredits .............covv.n.. e e 10,111 9,167

Deferred revenue . ........ ... it 4,189 4,764

Reserves and accruals ... ..ot i e e 8,553 8,902

Total gross deferred tax @ssets ..........coviviiiiinneeneaenn, 151,497 147,952

Valuation alloWancCe . . ... ... e (151,497)  (147,952)
Netdeferred aSsel . .. .ottt it et e — —
Deferred tax liabilities:

Deferred tax liability ........ ... . i — —_
Net deferred tax assets (liability) ....... ... ..o i i i $ — 3 —

The Company has established a valuation allowance against its deferred tax assets due to the uncertainty
surrounding the realization of such assets. The valuation allowance represents the amount necessary to reduce the
Company’s gross deferred tax assets to the amount that is more likely than not to be realized. The increase in the
valuation allowance was approximately $3.4 million, $10.4 million, and $28.2 million for the years ended
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December 31, 2005, 2004 and 2003, respectively. The valuation allowance includes deferred tax assets that w
realized, may increase equity rather than reduce tax expense. The Company will evaluate this amount when the crit
for recognizing the deferred tax asset relating to these amounts are met.

The reasons for the difference between the actual income tax benefit for the years ended December 31, 2005, 2
and 2003 and the amount computed by applying the statutory federal income tax rate to losses before income
benefit are as follows (in thousands):

% of Pre- % of Pre- % of
2005 tax Loss 2004 tax Loss 2003 _ta_xl_
Income tax benefit at statutory rate .. ........... $(2,756) (34.000% $(13,630) (34.00)0% $(22,339) (34.
State income taxes, net of federal benefit . ....... (100) (1.249)% 3,599 8.98% —
Non-deductible meals and entertainment expenses
andother .............. ... ... ... ... . ... 360 4.44% 303 0.75% 14 0.
Non-deductible compensation . . ............... — —% — —% 261 0.
Generation of research credit ................. 945) (11.65)% 631) Q5% (1,597) (2.
Change in federal portion of valuation
allowance ........ .. 3,441 42.45% 10,359 25.84% 23,661 ﬁ_
Incometax benefit . . ...l .. $ - — 3 — — 3 -

8. EMPLOYEE BENEFIT PLANS
401 (K) Plan

The Company sponsors a 401(k) Profit Sharing Plan (the “401k Plan”) under Section 401 (k) of the Inter
Revenue Code covering all qualified employees. Participants may elect a salary reduction from 1% to 75% a
contribution to the 401k Plan, up to the annuat Internal Revenue Service allowable contribution limit. Modifications
the salary reductions may be made monthly. The 401k Plan permits the Company to match participants’ contributio
Beginning in 1998, the Company matched up to 100% of a participant’s contributions with Company stock, provic
the participant was employed on the last day of the year. The number of shares issued is based on the contributions
be matched divided by the closing price of the Company’s stock on the last trading day of the year. During 20!
57,000 shares were issued, and compensation expense of $650,000 was recognized. During 2004, 43,000 shares w:
issued, and compensation expense of $614,000 was recognized. During 2003, 35,000 shares were issued, &
compensation expense of $724,000 was recognized. These shares vest ratably based on a participant’s years of serv
and are fully vested after four years of service.

The normal retirement age shall be the later of a participant’s 65th birthday or the fifth anniversary of the first d
of the 401k Plan year in which participation commenced. The 401k Plan does not have an early retirement provision.

Employee Stock Purchase Plan

The Company has an Employee Stock Purchase Plan, which permits eligible employees to purchase newly issu
common stock of the Company up to an aggregate of 250,000 shares. Under this plan, employees may purchase frc
the Company a designated number of shares through payroll deductions at a price per share equal to 85% of the lest
of the fair market value of the Company’s common stock as of the date of the grant or the date the right to purchase
exercised. A total of 20,000, 15,000, and 16,000 shares were issued under this plan in 2005, 2004, and 20C
respectively. At December 31, 2005, there were 76,000 shares remaining available for issuance.

Post-Retirement Health Insurance Continuation Plan

In June 2001, the Company adopted a post-retirement health insurance continuation plan (“the Plan”). Employe
who have achieved the eligibility requirements of 60 years of age and 10 years of service are eligible to participate
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the Plan. The Plan provides participants the opportunity to continue participating in the Company’s group health plan
after their date of retirement. Participants will pay the cost of health insurance premiums for this coverage, less any
contributions by the Company; this amount was previously capped at $300 per month per participant. In November
2003, the Plan was amended and the limit on contributions by the Company was changed to 50% of the health
insurance premium for the employee and his or her spouse.

The components of net periodic post-retirement benefits cost and the significant assumptions of the Plan for 2005,
2004 and 2003 counsisted of the following (in thousands):

2005 2004 2003
SEIVICE COSE .« ottt e e e e e e $71 $135 $29

INEETESE COSE .« . o ittt et et et et e e e e 17 30 6
Recognized net actuarial (gain)1oss .. ...... ... . i i (16) — 1
Amortization Of Prior SETVICE COSES + . v\ vttt ettt e e e e et 24 24 3

TOtal .o e $96 $189 839

|

The Plan’s status as of December 31 was as follows:

2005 2004
Accumulated post-retirement benefit obligation (APBO) ........ ... ... ... . ..., $(320) $(674)
Unrecognized Prior SErVICe COSE . . . oo v vt ittt et et e et 347 371
Unrecognized net (Zain) 10SS . . ..o\ttt it e e (384) 42
Accrued post-retirement benefit COSt ... ..o in it $(357) $(261)

The accumulated post-retirement benefit obligation, or APBO, was determined using a discount rate of 5.75% and
6.00% at December 31, 2005 and 2004, respectively. This rate is determined based on high-quality fixed income
investments that match the duration of the expected retiree medical benefits. The Company has typically used the
corporate Aa bond rate for this assumption. An assumed annual medical trend rate of 10% was used beginning in 2006,
reducing by 1% per year to an ultimate rate of 5% in 2011. A 1% increase in the trend factors would increase the
projected APBO by approximately $100,000 and would increase the service and interest cost components by
approximately $29,000. A 1% decrease in the trend factors would decrease the projected APBO by approximately
$74,000 and would decrease the service and interest cost components by approximately $21,000.

The expected future benefit payments under the plan (in thousands) are as follows:

Year(s) ending Amount

[
[
(ol
(o3}
@
|

2007 .o e —
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9. ROCHE COLLABORATION
The Development and License Agreement

In July 1999, the Company entered into a worldwide agreement with F. Hoffman-La Roche Ltd., or Roche, to
develop and commercialize T-20, currently marketed as Fuzeon, whose generic name is enfuvirtide, and T-1249, or a
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replacement compound. While the Company’s development agreement with Roche covers the commercialization
Fuzeon, T-1249 or a replacement product, to date only Fuzeon is commercially available.

This agreement with Roche grants them an exclusive, worldwide license for Fuzeon and T-1249, and certain ott
compounds. Under this agreement with Roche, a joint management committee consisting of members from Trime
and Roche oversees the strategy for the collaboration. Roche may terminate its license for a particular country in
sole discretion with advance notice. This agreement with Roche gives Roche significant control over important aspe:

of the commercialization of Fuzeon and our other drug candidates, including but not limited to pricing, sales for
activities, and promotional activities.

Upon signing of the collaboration agreement, the Company granted Roche a warrant to purchase 362,000 shar
of common stock at a purchase price of $20.72 per share. The warrant is exercisable prior to the tenth annu
anniversary of the grant date and was not exercised as of December 31, 2005. The fair value of the warrant of $3
million was credited to additional paid-in capital in 1999, and as a reduction of the $10.0 million up-front payme:
received from Roche. The Company deferred $4.6 million, the net of the $10.0 million up-front payment and the $5
million in warrants, over the research and development period. The value was calculated using the Black-Schol
option-pricing model using the following assumptions: estimated dividend yield of 0%; expected stock price volatilit
of 86.00%; risk-free interest rate of 5.20%; and expected option life of ten years.

Manufacturing Amendment

In September 2005, the Company entered into a Letter of Amendment (“Manufacturing Amendment”) with Roch
setting forth certain rights and responsibilities with respect to the manufacture and sale of Fuzeon. The Manufacturin;
Amendment amends and supplements the terms of the collaboration agreement and addresses several aspects of th
parties’ collaboration related to the manufacture of Fuzeon. According to the terms of the Manufacturing Amendment
Roche will be responsible for all decisions regarding future Fuzeon manufacturing volume, including management o
the inventory supply chain. Subject to certain exceptions, Roche will therefore be financially responsible for all write
offs of expired Product (as defined in the collaboration agreement) sold in the US and Canada. In addition, Roche wil
be responsible for write-offs of all supply chain materials not currently in inventory as of the date of execution of the
Manufacturing Amendment and the collaboration’s Joint Steering Committee will govern the conversion schedule intc
Product of supply chain materials that are in inventory as of that date.

The Manufacturing Amendment also sets forth the terms for which Roche-owned, Fuzeon manufacturing
‘equipment and facilities in Boulder may be used for the manufacture of other products. In addition, the Manufacturing
Amendment provides for Trimeris’ payment of certain pre-launch inventory carrying costs related to the sale of Fuzeon
and Roche’s payment to Trimeris of an outstanding manufacturing milestone payment under the collaboration. The
Manufacturing Amendment also outlines certain methodologies for the allocation of standard cost variances between

the parties, the sharing of financial data related to Fuzeon manufacturing, and the methodology for calculating currency
conversions.

A schedule of Trimeris’ required contribution to the capital investment in Roche’s Boulder facility for Fuzeon
manufacturing is also set forth in the Manufacturing Amendment. The Company will pay Roche for Trimeris’ share of
the capital invested in Roche’s manufacturing facility over a seven-year period. Trimeris’ anticipated share of this
capital investment is approximately $14.0 million. As a result, the Company accrued an initial payment of $4.0 million
at June 2004, and expects to pay approximately $500,000 per quarter through June 2009. As a result, Roche will no
longer include the depreciation related to the manufacturing facility in the cost of goods sold. In the event our

collaboration agreement is terminated, the Company would not be obligated for any unpaid amounts for capital
investment.

These payments, net of the portion allocated to cost of goods sold, are recorded as an asset presented as
“Advanced payment—Roche.” This asset will be amortized based on the units of Fuzeon sold during the collaboration
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period, in order to properly allocate the capital investment to cost of goods sold in future periods. Assuming all
payments are made and sales of Fuzeon continue, the Company estimates that this asset has a remaining useful life of
approximately 11 years. In addition, other peptide drug candidates discovered under our collaboration with Roche
could be manufactured using the same Roche facility. The carrying value of this asset will be evaluated annually for
impairment or if a triggering event occurs.

Development Expenses

Under the collaboration agreement development costs are shared equally. Development typically includes certain
clinical and pre-clinical studies performed on a clinical candidate compound, as well as post-marketing commitments
related to approved drugs. Both Roche and Trimeris incur development costs for Fuzeon and T-1249. Quarterly, the
companies reconcile the amounts expended and one party pays the other party on a 50/50 basis. Roche holds the
Investigational New Drug Application, or IND, and the New Drug Application, or NDA, for Fuzeon and is responsible
for all regulatory issues, maintenance activities and communications with the Food and Drug Administration or FDA.
Development expenses pertaining to the United States and Canada are included on our Statement of Operations in
operating expenses under research and development.

The Research Agreement

Research, or the process of identifying clinical candidates, is generally distinct from the advanced testing of these
compounds, a process referred to herein as development (see discussion above “Development Expenses”). In the
Company’s collaboration with Roche, the identification of compounds that may become clinical candidates is governed
by a separate research agreement and the work by the parties is performed according to an agreed upon research plan.
In 2001, the Company entered into the research agreement with Roche to discover, develop and commercialize novel
generations of HIV fusion inhibitor peptides. The joint research obligations under the agreement are renewable on an
annual basis.

Under this agreement, certain peptides will be treated differently with respect to the sharing of costs and profits of
development and commercialization. For example, subject to certain limitations, for peptides discovered after July 1,
1999, and that are covered by the original Trimeris patent estate (“Type II peptides”), Roche and Trimeris will share
costs and profits incurred in the U.S. and Canada equally. Trimeris will receive a royalty on the sale of Type II peptides
that occur in the rest of the world. With respect to peptides discovered after July 1, 1999, but that are covered by
patents outside the original Trimeris patent estate (“Type III peptides”), Roche and Trimeris will share costs and profits
equally worldwide.

In December 2005, Roche and Trimeris agreed to an amount to be reimbursed to Trimeris, for research expenses
incurred over the course of the year. For 2005, the total reimbursement of research expenses from Roche amounted to
$2.0 million and was recorded in the fourth quarter of 2005. In addition, in January 2006, Roche agreed to pay Trimeris
$2.5 million for research that was performed outside the research plan during 2005. This payment did not become due
until January 2006, upon the next generation peptides passing Roche’s internal review and is distinct from the
miilestone payments that were made under the collaboration agreement signed in 1999. In February 2006, Trimeris
received this payment. This $2.5 million payment will be recognized as a component of revenue during 2006, over the
term of the annual 2006 research plan (the period of Trimeris’ continuing involvement).

For 2004, the total reimbursement of research expense from Roche amounted to $2.7 million. For 2003, the total
reimbursement of research expense from Roche amounted to $2.7 million

In January 2006, Roche and Trimeris announced the selection of two next-generation fusion inhibitor peptides for
co-development and progression into further pre-clinical studies. The peptides, TRI-1144 and TRI-999, first
synthesized at Trimeris, are distinct compounds derived from HR2 sequences of HIV. TRI-1144 and TRI-999 are being
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developed with the specific goal of achieving durable suppression of HIV by increasing the potency of the molecu.
and raising their genetic barrier to the development of resistance. Also central to the development program is increas
patient convenience via simpler, more patient-friendly administration, with a target of once-weekly dosing.

In the near future, the Company plans to proceed to advanced formulation studies with one or both of the
peptides. The results of these studies will determine how rapidly the Company move towards naming a clinic
candidate. These activities are likely to fall under the Company’s research agreement with Roche. At present, tl
Company is in discussions with Roche to define the research plan and budget for 2006.

10. OTHER COLLABORATIONS

In July 2001, the Company entered into a non-exclusive agreement with Array BioPharma, Inc. (“Array”)
discover orally-available small molecule fusion inhibitors of HIV and respiratory syncytial virus, or RSV. In Apr
2002, the Company entered into a non-exclusive agreement with Neokimia, Inc. (“Neokimia”) to discover and develo
small molecule HIV fusion inhibitors. Array and Neokimia will be entitled to receive payments and royalties based o
achievement of certain developmental and commercial milestones. In June 2004, Trimeris and Array announced th
renewal of their research agreement. As part of this renewed agreement, Trimeris will screen small molecul
compounds created by Array against HIV entry inhibitor targets. The terms of the agreement are substantially simila
to those of the initial agreement, signed in 2001. The research term of the agreement expired according to the terms o
the agreement on December 31, 2005. There are no research activities currently being performed pursuant to either o
these agreements, although the agreements remain in effect.

In September 1997, the Company obtained an exclusive, worldwide, royalty-bearing license from the New Yorl
Blood Center under certain U.S. and foreign patents and patent applications relating to certain HIV peptides. Under this
license the Company is required to pay the New York Blood Center a royalty equal to one-half of one percent of the
net sales of Fuzeon up to $100.0 million, and one-quarter of one percent of net sales in excess of $100.0 million.
Royalties of $717,000, $575,000 and $178,000 were expensed during 2005, 2004 and 2003, respectively.

In June 20035, the Company entered into a drug discovery and development agreement with ChemBridge Research
Laboratories, Inc., or CRL. Under the terms of the agreement, Trimeris and CRL will work together to discover and
develop small molecule inhibitors of HIV. Specifically, pursuant to the agreement, the Company is working with CRL
to identify small molecule inhibitor compounds against two HIV entry targets. Trimeris and CRL will collaborate to
identify orally active lead compounds and then optimize preclinical candidates. Trimeris will be responsible for
preclinical and clinical development, manufacturing, regulatory and commercial activities on a worldwide basis for all
compounds and products resulting from the collaboration. Trimeris will provide funding to CRL to support medicinal
chemistry efforts, and CRL will work exclusively with the Company on these programs. CRL will be eligible to
receive milestone payments based on the achievement of specific development and commercial events, and may also
be eligible to receive royalties on net product sales.

11. COMMITMENTS AND CONTINGENCIES

The Company is involved in certain claims arising in the ordinary course of business. In the opinion of
management, the ultimate disposition of these matters will not have a material adverse effect on the financial position
or results of operations of the Company.

As of December 31, 2005, the Company had commitments of approximately $1.6 million to purchase product
candidate materials and fund various clinical studies over the next twelve months contingent on delivery of the
materials or performance of the services. Substantially all of these expenditures will be shared equally by Roche under
the Company’s collaboration agreement with Roche. Under this collaboration agreement, Trimeris and Roche are
obligated to share the future development expenses for Fuzeon and T-1249 for the United States and Canada.
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In 2004, the Company entered into a sublease agreement for its office and laboratory space in Morrisville, North
Carolina. The sublease calls for the payment of a security deposit of $754,000, which is included in accrued expenses
at December 31, 2005.

12. REDUCTION IN WORKFORCE

During January of 2004, the Company and Roche put further clinical development of T-1249 on hold. In
connection with this programmatic change, the Company reduced its workforce by approximately 25%. In January
2004 the Company initially estimated approximately $600,000 in severance and other related costs; actual costs were
approximately $450,000. This expense was charged to the Statement of Operations under “Other research and
development expense” and “Other general and administrative expense,” in the first quarter of 2004. At December 31,
2004, there was no remaining liability related to the reduction in workforce.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Trimeris, Inc.

(Registrant)
March 10, 2006 /s/ STEVEN D. SKOLSKY
Steven D. Skolsky
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

Signature Capacity Date

/s/ STEVEN D. SKOLSKY Chief Executive Officer March 10, 2006
Steven D. Skolsky

/s/ DANI P. BOLOGNESI Chief Scientific Officer and Vice March 10, 2006
Dani P. Bolognesi, Ph.D. Chairman of the Board of Directors
/s/ ROBERT R. BONCZEK Chief Financial Officer and General March 10, 2006
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Jeffrey M. Lipton
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Felix J. Baker

/s/  JULIAN C. BAKER Director ‘ March 10, 2006
' Julian C. Baker

/s/ CHARLES A. SANDERS Director March 10, 2006
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J. Richard Crout, M.D.
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Method of Preventing and Treating a Viral Condition by Inhibiting Membrane Fusion dated June 27, 2005.
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2005.
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t Management contract or compensatory plan or arrangement required to be filed as an exhibit to this form pursuant
to Item 15(a) of this report.

*  Incorporated by reference to Trimeris’ Registration Statement on Form S-1, as amended (File No. 333-31109)
initially filed with the Commission on July 11, 1997.

(a) Incorporated by reference to Trimeris’ Quarterly Report on Form 10-Q for the quarter ended June 30, 1999.

(b) Incorporated by reference to Trimeris’ Annual Report on Form 10-K for the year ended December 31, 1999.

(¢) Incorporated by reference to Trimeris’ Quarterly Report on Form 10-Q for the quarter ended March 31, 2000.

(d) Incorporated by reference to Trimeris’ Quarterly Report on Form 10-Q for the quarter ended June 30, 2001.
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Incorporated by reference to Trimeris’ Current Report on Form 8-K filed with the Commission on January :
2002.

Incorporated by reference to Trimeris’ Annual Report on Form 10-K for the year ended December 31, 2002 fil
with the Commission on March 27, 2003.

Incorporated by reference to Trimeris’ Quarterly Report on Form 10-Q for the quarter ended June 30, 2004.
Incorporated by reference to Trimeris’ Current Report on Form 8-K filed with the Commission on September ]
2004.

Incorporated by reference to Trimeris’ Annual Report on Form 10-K/A for the year ended December 31, 20(
filed with the Commission on October 15, 2004,

Incorporated by reference to Trimeris’ Quarterly Report on Form 10-Q/A for the quarter ended June 30, 20C
filed with the Commission on October 15, 2004,

Incorporated by reference to Trimeris’ Annual Report on Form 10-K for the year ended December 31, 2005.
Incorporated by reference to Trimeris’ Quarterly Report on Form 8-K filed with the Commission on May 1
2005.

Incorporated by reference to Trimeris’” Current Report on Form 8-K filed with the Commission on June 14, 2005
Incorporated by reference to Trimeris’ Current Report on Form 8-K filed with the Commission on June 27, 2005
Incorporated by reference to Trimeris’ Current Report on Form 8-K filed with the Commission on August 1
2005.

Incorporated by reference to Trimeris’ Current Report on Form 8-K filed with the Commission on September 2
2005.

Incorporated by reference to Trimeris’ Quarterly Report on Form 10-Q for the quarter ended September 30, 2005
Incorporated by reference to Trimeris’ Current Report on Form 8-K filed with the Commission on January 3¢
2006.

Incorporated by reference to Trimeris’ Annual Report on Form 10-K for the year ended December 31, 2005.
Incorporated by reference to Trimeris’ Current Report on Form 8-K filed with the Commission on February 2
2006.

All financial statement schedules have been omitted because either they are not required, are not applicable or th
information is otherwise set forth in the Financial Statements and Notes thereto.




Exhibit 31.1
CERTIFICATION

I, Steven D. Skolsky, certify that:

1. I have reviewed this annual report on Form 10-K of Trimeris, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the company as of, and
for, the periods presented in this report;

4. The company’s other certifying officer and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the company and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the company, including its
consolidated subsidiaries, 1s made known to us by others within those entities, particularly during the period
in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(c) Evaluated the effectiveness of the company’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the company’s internal control over financial reporting that occurred
during the company’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the company’s internal control
over financial reporting; and

5. The company’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the company’s auditors and the audit committee of the company’s board of directors
(or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the company’s ability to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date : March 10, 2006

/s/  STEVEN D. SKOLSKY

Steven D. Skolsky
Chief Executive Officer




Exhibit 3]
CERTIFICATION

1, Robert R. Bonczek, certify that:

1.1 have reviewed this annual report on Form 10-K of Trimeris, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
material fact necessary to make the statements made, in light of the circumstances under which such statements we
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fair
present in all material respects the financial condition, results of operations and cash flows of the company as of, ar
for, the periods presented in this report;

4. The company's other certifying officer and I are responsible for establishing and maintaining disclosw
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financi.
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the company and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to t
designed under our supervision, to ensure that material information relating to the company, including i
consolidated subsidiaries, is made known to us by others within those entities, particularly during the perio
in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financie
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability ¢

financial reporting and the preparation of financial statements for external purposes in accordance wit
generally accepted accounting principles;

(c) Evaluated the effectiveness of the company’s disclosure controls and procedures and presented in this repor
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the perio
covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the company’s internal control over financial reporting that occurre
during the company’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annua

report) that has materially affected, or is reasonably likely to materially affect, the company’s internal contro
over financial reporting; and

5. The company’s other certifying officer and I have disclosed, based on our most recent evaluation of interna.

control over financial reporting, to the company’s auditors and the audit committee of the company’s board of directors
(or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over

financial reporting which are reasonably likely to adversely affect the company’s ability to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date : March 10, 2006

/s/ ROBERT R. BONCZEK

Robert R. Bonczek
Chief Financial Officer and General Counsel




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Trimeris, Inc. (the “Company”) for the period ending
December 31, 2005 as filed with Securities and Exchange Commission on the date hereof (the ‘“Report™), I, Steven D.
Skolsky, Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906
of the Sarbanes-Oxley Act of 2002, that to my knowledge:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and
result of operations of the Company.

/s/ STEVEN D. SKOLSKY
Steven D. Skolsky

Chief Executive Officer
March 10, 2006

The foregoing certification is being furnished solely pursuant to § 18 U.S.C. 1350 and is not being filed as part of
the Report or as a separate disclosure document.




Exhibit 3:

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10-K of Trimeris, Inc. (the “Company”) for the period endit
December 31, 2005 as filed with Securities and Exchange Commission on the date hereof (the “Report”), 1, Robert )
Bonczek, Chief Financial Officer of the Company, certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 9(
of the Sarbanes-Oxley Act of 2002, that to my knowledge:

(1) The Report fully complies with the requirements of section 13(a) or 15(d) of the Securities Exchange Act «
1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial condition an
result of operations of the Company.

/sf ROBERT R. BONCZEK
Robert R. Bonczek

Chief Financial Officer
March 10, 2006

The foregoing certification is being furnished solely pursuant to § 18 U.S.C. 1350 and is not being filed as part o
the Report or as a separate disclosure document.




Independent Auditors

KPMG LLP
150 Fayetteville Street Mall, Suite 1200
Raleigh, North Carolina 27601

Transfer Agent

Computershare

P.0. Box 43029

Providence, Rhode Istand 02940-3029
877-282-1168
www.computershare.com/equiserve

Legal Counsel
Wilmer Cutler Pickering Hale and Dorr LLP

2445 M Street, N.W.
Washington, D.C. 20037

Financial and Other Information

The Company’s Annual Report filed with the Securities and

Exchange Commission on Form 10-K, periodic filings and press

releases are avaitable to shareholders without charge.
To obtain copies, contact:

Investor Relations

Trimeris, Inc.

3500 Paramount Parkway
Morrisville, Nerth Carolina 27560
Phone: 919-419-6050

Fax: 919-419-1816

Email; trimeris@trimeris.com

Electronic copies of these reports are also
available at: www.trimeris.com

Trimeris' common stock is traded on the Nasdaq National
Market System under the symbol: TRMS

Board of Directors

Jeffrey M. Lipton

Chairman of the Board of Directors
President and Chief Executive Officer,
NOVA Chemicals Corporation

Steven D. Skolsky
Chief Executive Officer, Trimeris, Inc.

Dani P. Bolognesi, Ph.D.
Chief Scientific Officer, Trimeris, Inc.

Felix J. Baker, Ph.D.
Managing Member
Baker Bros. Advisors, LLC

Julian C. Baker
Managing Member
Baker Bros. Advisors, LLC

E. Gary Cook, Ph.D.
Chairman of Integrated Environmental Technologies, LLC
Chairman of the Board of Louisiana-Pacific Corporation

J. Richard Crout, M.D.
President, Crout Consuiting
Farmer Director, Bureau of Drugs, U.S. Food and Drug Administration

Kevin C. Tang
Founder and Managing Director of
Tang Capital Management, LLC

Senior Management

Steven D. Skolsky
Chief Executive Officer

Dani P. Bolognesi, Ph.D.
Chief Scientific Officer

Robert R. Bonczek, J.D.
Chief Financial Officer, General Counsel

Andrew L. Graham
Corporate Secretary, Director of Finance

George W. Koszalka, Ph.D.
Executive Vice President, Scientific Operations

Neil Graham, M.D.
Chief Medical Officer and Senior Vice President
of Clinical Development and Medical Affairs

Walter Capone
Vice President of Commercial Operations

Trademarks
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This document and any attachments may contain forward-locking information about the Company's financial results and business prospects that involve substantial
risks and uncertainties. These statements can be identified by the fact that they use words such as “expect,” “project,” “intend,” “plan,” “believe” and other words and
terms of similar meaning, Among the factors that could cause actual results to differ materially are the following: there is uncertainty regarding the success of research
and development activities, regulatory authorizations and product commercializations; the results of our previous clinical trials are not necessarily indicative of future
clinical trials; and, our drug candidates are based upon novel technology, are difficult and expensive to manufacture, and may cause unexpected side effects. For a
detailed description of these factors, see Trimeris’ Form 10-K filed with the Securities and Exchange Commission (the “SEC”) on March 10, 2008, and its periodic
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